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BP’S PIPELINE SPILLS AT PRUDHOE
BAY: WHAT WENT WRONG?

THURSDAY, SEPTEMBER 7, 2006

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The committee met, pursuant to call, at 10:15 a.m., in Room 2123 of
the Rayburn House Office Building, Hon. Greg Walden (Chairman)
presiding.

Members present: Representatives Stearns, Pickering, Walden,
Burgess, Blackburn, Barton (ex officio), Stupak, DeGette, Schakowsky,
Inslee, Baldwin, and Dingell (ex officio).

Members also present: Representatives Upton, Markey, and Green.

Staff present: Mark Paoletta, Chief Counsel for Oversight and
Investigations; Alan Slobodin, Deputy Chief Counsel for Oversight and
Investigations; Tom Feddo, Counsel; Andrew Snowdon, Counsel; Tom
Hassenboehler, Counsel; Dave McCarthy, Chief Counsel for Energy and
the Environment; Clayton Matheson, Analyst; Ryan Ambrose,
Legislative Clerk; Matthew Johnson, Legislative Clerk; Chris Knauer,
Minority Investigator; David Vogel, Minority Research Assistant; Bruce
Harris, Professional Staff Member; and Chris Treanor, Minority Staff
Assistant.

MR. WALDEN. Good morning and welcome.

The Chairman of the subcommittee, Mr. Whitfield, very much
wanted to be here but had some important legislation he has worked on
for a considerable length of time on the House floor this morning so I
will be chairing this hearing in his absence.

Today the Oversight and Investigations Subcommittee will examine
what went wrong on two crude oil pipelines operated by BP that service
the Prudhoe Bay fields on Alaska’s North Slope, the Nation’s largest
source of domestic oil. Oil spills on two separate lines within a five-
month period are a cause of major concern. These spills threaten not
only the environment but also the reliability of domestic oil production.
BP’s current marketing slogan is “Beyond petroleum.” Unfortunately, it
could also stand for “broken pipelines.”

In March of this year, BP uncovered a leak in the western
transmission line. This spill resulted in more than 200,000 gallons, or
5,000 barrels of crude oil, breaking into the Arctic tundra, the single
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largest spill in the history of the North Slope. In early August, BP
identified areas of significant corrosion on its eastern transmission line
necessitating an immediate shutdown of that line, a shutdown that
remains in effect today, cutting the daily production of Prudhoe Bay
nearly in half. How did two key pipelines, pipelines that transport 8
percent of this country’s domestic oil, deteriorate so badly that the entire
production of Prudhoe Bay fields could be in jeopardy? Hopefully
today’s hearings will yield some of those answers.

In public statements and in comments to committee staff during this
investigation, BP has acknowledged that it made mistakes in its
corrosion control program, and I commend them for admitting the
obvious. Hindsight is always 20/20 but it appears BP ignored some red
flags along the way.

First, there is evidence that BP received warnings from company
employees about the condition of these lines. It is important for us to
understand exactly what BP knew, when they knew it, what steps BP
took to verify the allegations, and what actions BP took to respond to the
concerns raised.

Second, BP seems to have ignored the results of its own inspections.
In 1998, BP inserted the diagnostic probe, also known as a smart pig,
into the western line to check for corrosion. These pig runs revealed
moderate internal and external corrosion including six areas of internal
corrosion at the very site where the March 2006 leak occurred. Despite
this critical information, however, BP elected to wait until 2006, eight
years, to conduct another pig run. Unfortunately, the leak occurred
before that pig run took place and the eastern line was even worse. It had
not been pigged since 1992.

Experts to a person have explained pig runs as an essential element
of any sound corrosion control program. BP’s own internal corrosion
procedures tout the merits of small pigging. The question then is, why
did BP not pig these lines on a more regular basis. Was cost a factor or
were there other concerns about the condition of these lines such as
sediment and sludge buildup that prevented the use of pigs.

I hope that the BP officials appearing here, Robert Malone, President
of BP America, and Steve Marshall, President of BP Exploration Alaska,
will be able to answer some of these questions. Unfortunately, Mr.
Woollam, BP’s former chief corrosion engineer on the North Slope, has
elected to assert his Fifth Amendment right not to testify. We will also
hear today from the Department of Transportation about the steps they
took following these spills. I am encouraged by the Department of
Transportation’s confident assertions that BP’s pipeline troubles are an
isolated incident rather than an industry-wide problem and that the
Department of Transportation’s Integrity Management Program has



resulted in a steady decline of serious incidents. I look forward to
learning from Kevin Hostler, President and CEO of Alyeska, what his
company is doing to ensure the integrity of the Trans Alaska Pipeline in
the wake of these incidents and how Alyeska is working with BP to help
get the eastern operating line back in service. I also want to welcome
Dan Stears from Coffman Engineers and Kurt Fredriksson,
Commissioner of the Alaska Department of Environmental
Conservation. Many of the witnesses have traveled a long way to
participate in today’s hearings and the committee certainly appreciates
their efforts.

Today’s hearing is of tremendous importance to this committee and
to the American people. Companies that operate oil pipelines have a
responsibility to maintain the Nation’s crucial energy infrastructure.
Hopefully what we learn about BP’s incidents on the North Slope will
help prevent future spills so that both the environment and the reliable
supply of a vital natural resource will not be compromised again.

With that, I now recognize the Ranking Member of the
Subcommittee on Oversight and Investigations, Mr. Stupak, for 5
minutes.

[The prepared statement of Hon. Greg Walden follows:]

PREPARED STATEMENT OF THE HON. GREG WALDEN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OREGON

Good morning and welcome. The Chairman of the Subcommittee, Mr. Whitfield,
very much wanted to be here, but has some important legislation on the House floor this
morning, so I will be chairing this hearing in his absence.

Today, the Oversight and Investigations Subcommittee will examine what went
wrong on two crude oil pipelines operated by BP that service the Prudhoe Bay fields on
Alaska’s North Slope, the nation’s largest source of domestic oil. Oil spills on two
separate lines within a 5-month period are a cause of major concern. These spills
threaten not only the environment, but also the reliability of domestic oil production.
BP’s current marketing slogan is “Beyond Petroleum.” Unfortunately, it could also stand
for “Broken Pipelines.”

In March of this year, BP uncovered a leak in the Western transmission line. This
spill resulted in over 200,000 gallons (or 5,000 barrels) of crude oil leaking onto the Artic
tundra -- the single largest spill in the history of the North Slope. In early August, BP
identified areas of significant corrosion on its Eastern transmission line, necessitating an
immediate shut-down of that line -- a shut-down that remains in effect today, cutting the
daily production of Prudhoe Bay nearly in half. How did two key pipelines -- pipelines
which transport nearly 8% of this country’s domestic oil -- deteriorate so badly that the
entire production of the Prudhoe Bay fields could be in jeopardy? Hopefully today’s
hearing will yield some answers.

In public statements and in comments to Committee staff during this investigation,
BP has acknowledged that it made mistakes in its corrosion-control program. I commend
them for at least admitting the obvious. Hindsight is always 20/20, but it appears that BP
ignored some red flags along the way. First, there is evidence that BP received warnings
from company employees about the condition of these lines. It is important for us to
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understand exactly what BP knew, when they knew it, what steps BP took to verify the
allegations, and what actions BP took to respond to the concerns raised.

Second, BP seems to have ignored the results of its own inspections. In 1998, BP
inserted a diagnostic probe -- also known as a “smart pig” -- into the Western Line to
check for corrosion. This pig run revealed moderate internal and external corrosion,
including 6 areas of internal corrosion at the very site where the March 2006 leak
occurred. Despite this critical information, however, BP elected to wait until 2006 -- 8
years -- to conduct another pig run. Unfortunately, the leak occurred before that pig run
took place. And the Eastern Line was even worse -- it had not been pigged since 1992!

Experts, to a person, have explained pigging is an essential element of any sound
corrosion control program. BP’s own internal corrosion procedures tout the merits of
smart pigging. The question, then, is why did BP not pig these lines on a more regular
basis? Was cost a factor, or were there other concerns about the condition of these lines -
- such as sediment and sludge buildup -- that prevented the use of pigs? I hope that the
BP officials appearing here -- Robert Malone, President of BP America, and Steve
Marshall, President of BP Exploration Alaska -- will be able to answer some of these
questions. Unfortunately, Mr. Wollam, BP’s former chief corrosion engineer on the
North Slope, has elected to assert his Fifth Amendment right not to testify.

We will also hear today from the Department of Transportation about the steps that
they took following these spills. I am encouraged by DOT’s confident assertions that
BP’s pipeline troubles are an isolated incident rather than an industry-wide problem and
that DOT’s Integrity Management Program has resulted in a steady decline of serious
incidents.

I look forward to learning from Kevin Hostler, President and CEO of Alyeska, what
his company is doing to ensure the integrity of the Trans Alaska Pipeline in the wake of
these incidents and how Alyeska is working with BP to help get the Eastern Operating
Line back in service.

I also want to welcome Dan Stears from Coffman Engineers and Kurt Frederickson,
Commissioner of the Alaska Department of Environmental Conservation. Many of the
witnesses have traveled a long way to participate in today’s hearing, and the Committee
certainly appreciates their efforts.

Today’s hearing is of tremendous importance to this Committee and the American
people. Companies that operate oil pipelines have a responsibility to maintain the
nation’s crucial energy infrastructure. Hopefully, what we learn about BP’s incidents on
the North Slope will help prevent future spills so that both the environment and the
reliable supply of a vital natural resource won’t be compromised again.

I now recognize the Ranking Member of the Subcommittee on Oversight and
Investigations, Mr. Stupak, for 5 minutes.

MR. STUPAK. Thank you, Mr. Chairman, and thank you for holding
this hearing.

On March 2 of this year, BP discovered that oil was leaking from a
major transmission line largely responsible for connecting the west oil
field with the Trans Alaskan Pipeline, TAPS. This spill included almost
2,700 gallons of crude and became the largest spill in North Slope
history. Shortly thereafter, a letter was sent by Ranking Member Dingell
seeking answers to the causes of the WOA, western operating area, line
failure and BP’s efforts to deal with corrosion. Over the next several
months, what started as a single spill ended in the shutdown of the entire
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Prudhoe Bay field, and for a time, reduction of 8 percent of the U.S.
domestically produced oil supply.

Mr. Chairman, this hearing is about far more than oil spills or
pipeline corrosion. It is about trying to understand how a company with
the global standing of BP allowed its North Slope operations to
deteriorate to where the company professes little understanding of the
true condition of major operational assets. It is also about why, when the
Nation is facing ongoing threats to its oil supply abroad, we don’t have a
better redundancy in an oil field as strategic as Prudhoe Bay. Given the
record profits of this industry, this aspect of BP’s recent North Slope
failures was particular egregious.

Mr. Chairman, this committee’s investigation into the failures of
BP’s Alaska operations began shortly after the Department of
Transportation issuance of their March 15 corrective action order.
Among the many requirements, that order mandated that BP smart pig a
number of key lines including both the western operating area line and
the eastern operating area line.

In April of this year, committee staff traveled to Alaska to seek
answers to the causes of the western operating area line failure and
determine the implications of the DOT order. In that process, it was
learned that huge amounts of solids were believed to exist in key lines
that BP was now ordered to pig. These solids, it was believed, could
create a number of potential operational challenges. In particular, BP
might not be able to run smart pigs through these lines because the solids
were potentially so excessive as to risk pigs becoming stuck in the lines.
If that occurred, this would essentially block the transit line’s ability to
deliver oil to the Trans Alaska Pipeline and perhaps shut down large
parts of the oil field. It was also learned that the dislodging of such
solids would later have profound consequences on TAPS itself including
the introduction of corrosion-causing materials into that system and the
potential for clogging Pump Station number 1 entry screeners. These
new issues prompted Ranking Member Dingell to send a letter on April
25 to the Department of Transportation Secretary which posed a number
of key questions about not only the ability of BP to meet DOT’s March
15 order but also about the overall condition of BP’s major transit lines.

The DOT’s response to that letter raised several troubling issues,
most notably that BP appeared to lack a fundamental understanding of
the condition of both its western operating area or eastern operating area
lines. Moreover, it became clear that despite what appeared to be
knowledgeable buildup of scale and solids over the years, the company
inexplicably failed to pig these lines frequently, if at all. In its response,
DOT also noted that, based on current management information, the
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infrequency by BP to pig these lines, and I quote now, “did not represent
sound management practice for internal corrosion control.”

I would like to ask, Mr. Chairman, that this and all the letters from
Mr. Dingell on this subject be placed in the record.

MR. WALDEN. Without objection.

MR. STUPAK. Mr. Chairman, I have a number of key questions for
BP that I hope we will find answers to at this hearing. First, why was it
that BP relied so heavily on ultrasonic thickness, UT testing, and the use
of corrosion coupons when BP knew such techniques could not deliver
data on the underground portions of the western operating area line
where the caribou cross? The most recent run on the western operating
area line was last done in 1998 and found that corrosion had increased,
particularly in low-lying areas similar to the area where the March 2 spill
occurred. Moreover, why did BP not install a more aggressive plan to
seek data on these sections, given that the WOA line had a low flow rate
and was thus subject to water and solid separation? It is not Monday
morning quarterbacking to suggest that BP should have known it needed
a plan to physically collect detailed data on these locations, even if it
included moving soil to access the pipe for more aggressive pigging.

Second, why would the EOA, the eastern operating area line, a line
that failed in August and prompted the entire field shutdown, why was
that line not smart-pigged at all by BP until DOT ordered it do so? The
EOA line is a primary transmission line. It is a key asset in BP’s field
yet this line was left for almost 15 years with not so much as a
maintenance pig being run through its length. Indeed, the EOA line has
both a pig launcher and a pig receiver and so was clearly designed for
pigging. What explains this failure? So far we have not had a
satisfactory explanation from BP.

Third, why is it that there were virtually no redundancies in either the
eastern oil field or the western oil field which would have allowed BP to
continue operating after the most recent corrosion problems were
discovered? As we note today, BP is now seeking to construct a number
of bypass solutions to reroute oil around the failed eastern operating area
line.

Fourth, why are we suddenly now deciding to replace these lines
with new pipe knowing that for years such pipes were aging and that
their original diameter was not designed for the low flow rates both were
experiencing before they were removed from service? These pipes were
designed for 800-pounds-per-square-inch flow rate. Today they are only
at 80- PSI flow rate. Indeed, some have accused BP of running these
lines to failure or riding the throughput curve. Nonetheless, at a time of
record profits, I find it remarkable that the first major plan to replace a
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mere 20 miles of pipe of such strategic importance as these two lines
comes post failure.

Fifth, when did BP first learn that the solids in these pipes would
make immediate pigging extremely difficult? In short, why did it
become such an engineering ordeal to merely determine if pigs could be
run? If BP knew its lines were increasingly collecting shale, sludge or
solids, all of which are known to contribute to corrosion, why wouldn’t it
aggressively attempt to remove such materials regularly? Alyeska, the
operator of the Trans Alaska Pipeline, sends a scraper pig down its entire
800-mile length every 14 days, yet the eastern operating area line was
not pigged a single time in 14 years. Why not?

Sixth, more troubling, BP apparently claims it did not know how bad
its lines were. If BP only became aware of the scale and sediment after
the DOT order, then why did it know so little so late? Shouldn’t it have
known about the sediment buildup in the western operating area line
given the kinds of crude they were pulling from the field? If BP truly
had a world-class pipe integrity system, shouldn’t it have known about
the shale buildup in the EOA line, given its earlier history of huge
problems when it was last pigged in 1992?

Seventh, we are now learning that there were a number of troubling
personnel problems in BP’s corrosion management program on the North
Slope over the past several years. Though not fully understood, these
problems apparently create a chilling atmosphere for workers’ ability to
report health and safety issues and had perhaps at least some impact on
the effectiveness of BP’s corrosion control efforts. For example, the
committee is in receipt of an October 20, 2004, report by the Vinson and
Elkins Law Firm that found that the very people that BP relied upon to
detect corrosion in both the WOA and EOA line, the Corrosion
Inspection and Chemical Group, were fraught with worker intimidation
and harassment from senior management.

Eighth, rather than rely on smart pigs to find corrosion in its lines,
BP relied on what are called corrosion coupons. Coupons are pieces of
metal that are inserted into a pipe at various locations and are later
removed and analyzed to determine how much corrosion is taking place
inside the pipe. Unlike smart pigging, which gives you a view of the
entire line, coupons only tell you how corrosion is affecting the general
area where the coupon is located. Nonetheless, according to reports on
worker intimidation and harassment that I just mentioned, the number of
coupons used in BP’s operation was reduced by 25 percent for reasons
that remain unclear. At a time when BP pipes were aging and it was
already relying on a limited program to detect corrosion, why would the
company allow such a significant reduction?



Finally, and 1 appreciate you letting me go over a little bit, Mr.
Chairman, what budget pressures were placed on the corrosion
monitoring group at BP and did such pressures ultimately lead to a
serious deficiency in BP’s ability to truly assess corrosion risk? For
example, there is a 2005 memo that [ am sure we will get into. There is
an audit, and all these I am sure we will get into during questions and
answers.

Mr. Chairman, I have gone over my time. Thank you for allowing
me extra time. I ask to have my entire statement be submitted for the
record.

MR. WALDEN. Without objection.

MR. STUPAK. Thank you.

[The prepared statement of Hon. Bart Stupak follows:]

PREPARED STATEMENT OF THE HON. BART STUPAK, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS

Thank you Mr. Chairman, and thank you for having this hearing.

On March 2nd of this year, BP discovered that oil was leaking from a major
transmission line largely responsible for connecting its west oilfield (WOA)with the
Trans-Alaskan Pipeline (TAPS). That spill, included almost 270,000 gallons of crude
and became the largest spill in North Slope history. Shortly thereafter, a letter was sent
by ranking Member Dingell seeking answers to the causes of the WOA line’s failure and
BP’s efforts to deal with corrosion. Over the next several months, what started as a
single spill ended in the shutdown of the entire Prudhoe Bay field, and for a time, the
reduction of 8% of the U.S. domestically-produced oil supply.

Mr. Chairman, this hearing is about far more than oil spills or pipeline corrosion. It
is, about trying to understand how a company with the global standing of BP allowed its
north slope operations to deteriorate to where the company professes little understanding
of the true condition of major operational assets. It is also about why, when the nation is
facing threats to its fuel supply abroad, we don’t have better redundancy in a field as
strategic as Prudhoe Bay. Given the record profits of this industry, this aspect of BP’s
recent north-slope failures is particularly egregious.

Mr. Chairman, this Committee’s investigation into the failures of BP’s Alaska
operations began shortly after the Department of Transportation’s (DOT) issuance of
their March 15th Corrective Action Order. Among many requirements, that order
mandated that BP “smart pig” a number of key lines, including both the Western
Operating Area (WOA) line and the Eastern Operating Area (EOA) line.

In April of this year, Committee staff traveled to Alaska to seek answers to the
causes of the WOA line’s failure and determine the implications of the DOT order. In
that process, it was learned that huge amounts of solids were believed to exist in key lines
that BP was now ordered to pig. These solids -- it was believed -- could create a number
of potential operational challenges. In particular, BP might not be able to run smart pigs
through these lines because the solids were potentially so excessive, the cleaning pigs
risked becoming stuck in the lines. If that occurred, this would essentially block the
transit line’s ability to deliver oil to the Trans Alaskan Pipeline and perhaps shut down
large parts of the oilfield. It was also learned that the dislodging of such solids could
later have profound consequences on TAPS itself, including the introduction of
corrosion-causing materials into that system and the potential for clogging Pump-Station
One’s entry strainers.
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These new issues prompted ranking Member Dingell to send an April 25th letter to
the Department of Transportation’s Secretary, which posed a number of key questions
about not only the ability of BP to meet DOT’s March 15th order, but also about the
overall condition of BP’s major transit lines.

The DOT’s response to that letter raised several troubling issues. Most notably, that
BP appeared to lack a fundamental understanding of the condition of both its WOA or
EOA lines. Moreover, it became clear that despite what appeared to be knowledgeable
buildup of scale and solids over the years, the company inexplicably failed to pig these
lines frequently (if at all). In its response, DOT also noted that based on current
management information, that the infrequency by BP to pig these lines “[did] not
represent sound management practices for internal corrosion control.” [I would ask that
this and all of Mr. Dingell’s letters on this subject be placed into the record.]

Mr. Chairman, I have a number of key questions for BP that I hope we will find
answers to at this hearing and I will raise several of them here:

First, why is it that BP relied so heavily on ultrasonic thickness (UT) testing and the
use of corrosion coupons when BP knew such techniques could not deliver data on the
under ground portions of the WOA line (such as the caribou crossings)? The most recent
run on the WOA line was last done in 1998 and found that corrosion had increased,
particularly in low-lying areas similar to the area where the March 2nd spill occurred.
Moreover, why did BP not install a more aggressive plan to seek data on these sections
given that the WOA line had a low-flow rate and was thus subject to water and solids
separation? It is not Monday-morning quarter backing to suggest that BP should have
known it needed a plan to physically collect detailed data on these locations, even if it
included removing soil to access the pipe or more aggressive pigging.

Second, why was the EAO line -- the line that failed in August and prompted the
entire field’s shutdown -- not smart-pigged at all by BP until DOT ordered it to do so?
The EOA line is a primary transmission line. It is a key asset in BP’s field. Yet this line
was left for almost fifteen years with not so much as a maintenance pig being run through
its length. Indeed, the EOA line has both a pig launcher and a pig receiver, and so was
clearly designed for pigging. What explains this failure? So far we do not have a
satisfactory explanation from BP.

Third, why is it that there were virtually no redundancies in either the eastern field
or the western field which would have allowed BP to continue operating after the most
recent corrosion problems were discovered? As we know today, BP is now seeking to
construct a number of bypass solutions to re-route oil around the failed EOA line.

Fourth, why are we suddenly now deciding to replace these lines with new pipe
knowing that for years such pipes were aging and that their original diameter was not
designed for the low flow rates both were experiencing before they were removed from
service? These pipes were designed for 800 psi flow rate. Today they are at only 80 psi
flow rate. Indeed, some have accused BP of “running these lines to failure,” or “riding
the throughput curve.” Nonetheless, at a time of record profits, I find it remarkable that
the fist major plans to replace a mere 20 miles of pipe of such strategic importance as
these two lines, comes post failure.

Fifth, when did BP first learn that the solids in these pipes would make immediate
pigging extremely difficult? In short, why did it become such an engineering ordeal to
merely determine if pigs could be run? If BP knew its lines were increasingly collecting
scale, sludge, or solids -- all of which are known to contribute to corrosion -- why
wouldn’t it aggressively attempt to remove such material regularly? Alyeska -- the
operator of the trans-Alaskan pipeline sends a scraper pig down its entire 800-mile length
every 14 days. Yet, the EAO line was not pigged a single time in 14 years. Why?

Sixth, more troubling, BP apparently claims it did not know how bad its lines were?
If BP only became aware of the scale and sediment after the DOT order, then why did it
know so little, so late? Shouldn’t it have known about the sediment build-up in the WOA
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line given the kinds of crude they were pulling from the field? If BP truly had a world-
class pipeline integrity system, shouldn’t it have known about the scale build up in the
EOA line given its earlier history of huge cleaning problems when it was last pigged in
19927

Seventh, we are now learning that there were a number of troubling personnel
problems in BP’s corrosion management program on the north slope over the past several
years. Though not fully understood, these problems apparently created a “chilling”
atmosphere in workers’ ability to report health and safety issues, and perhaps had at least
some impact on the effectiveness of BP’s corrosion-control efforts. For example, the
Committee is in receipt of an October 20, 2004 report by the Vincent and Elkins law firm
that found that the very program that BP relied upon to detect corrosion in both the WOA
and EOA lines -- the Corrosion Inspection and Chemicals Group (CIC) -- was fraught
with workplace intimidation and harassment from senior management.

Eighth, rather than rely on smart pigs to find corrosion in its lines, BP relied upon
what are called corrosion coupons. Coupons are pieces of metal that are inserted into the
pipe at various locations and are later removed and analyzed to determine how much
corrosion is taking place inside the pipe. Unlike smart pigging which gives you a view of
the entire line, coupons only tell you how corrosion is affecting the general area where
the coupon is located. Nonetheless, according to the report on worker intimidation and
harassment I just mentioned, the number of coupons used in BP’s operations was reduced
by 25% for reasons that remain unclear. At a time when BP’s pipes were aging and it
was already relying on a limited program to detect corrosion, why would the company
allow for such a significant reduction?

Finally, what budget pressures were placed on the corrosion monitoring group at BP
and did such pressures ultimately lead to serious deficiencies in BP’s ability to truly
assess corrosion risks? For example, an April 2005 internal audit of BP’s corrosion
management system found the following:

“Currently [the program’s] budget is set up-front in line with flat lifting cost
strategy, with corrosion management activities then developed around this budget
allocation.  This strategy to maintain flat lifting costs is driving behaviours
counterproductive to ensuring integrity and the delivery of an effective management
system. A more effective and efficient process would be to derive the set of activities
required to deliver a robust corrosion management system over the longer term, and
thereafter set the budget based on these activities.”

Mr. Chairman, this audit suggests to me, that some in BP had grown concerned that
cost cutting was having a troubling affect on the company’s ability to design and
maintain a sound corrosion control program.

Mr. Chairman, I could continue on here, but I will save other key findings for the
question period. Nonetheless, I would like to wind down my statement by welcoming
our witnesses.

In particular, I would like to welcome Mr. Bob Malone, who is now the newly-
appointed President of BP America. [ would like to point out -- Mr. Malone -- that you
have an excellent reputation with this Committee. During the early 1990s when it was
Alyeska -- the operator of the Trans-Alaskan Pipeline -- that was in so much trouble, it
was in part your leadership as president that helped turn the company around. Over the
years you have voluntarily worked closely with this Committee to keep us apprised of
developments both while at Alyeska and later, while at BP. I thank you for your
assistance in that regard and your interaction with this Committee was helpful and
appreciated.

Nonetheless, in your current position, I truly believe that the situation on the North
Slope demands your full attention, as it is frankly an embarrassment to your company.
Like with the mess you found at Alyeska, this Committee is expecting that you will fully
investigate and evaluate what broke down on the north slope and then pursue major fixes,
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whether financial or personnel. This nation cannot allow the kinds of fiascos we have
witnessed over the past several months to continue with the nation’s energy supply. This
Committee is expecting answers and results and ultimately getting this field back up
running in a professional and reliable manner. The public will expect nothing less, and
neither should this Committee.

Mr. Chairman, thank you again for holding this hearing, and with that, I yield back.

MR. WALDEN. We will try to stick to the 5 minutes, but I know a lot
of work has gone into this on both sides of the aisle, and as the Ranking
Member, I thought it appropriate to accede you additional time.

MR. STUPAK. Thank you.

MR. WALDEN. [ would now like to recognize the Chairman of the
full committee, the very able and honorable Joe Barton. Mr. Barton.

CHAIRMAN BARTON. Thank you, Mr. Chairman, for chairing this
hearing today. 1 hope that the testimony is going to provide us some
answers about the recent crude spills on the North Slope of Alaska. I
also hope that it is going to provide some answers about what is being
done and what will continue to be done to prevent those very serious
incidents from happening in the future.

The spills occurred on two transmission lines that move oil produced
from Prudhoe Bay to the Trans Alaska Pipeline. BP Exploration of
Alaska Incorporated, which is an operating unit of British Petroleum, is
responsible for the operation and maintenance of those crude oil
transmission lines. 1 think it is obvious, but we do need to emphasize
that these lines move approximately 400,000 barrels of crude oil per day
to markets. That is roughly 8 percent of the United States’ domestic oil
production. Given that fact, the safe, responsible and reliable operation
of these pipelines is of paramount concern to this committee and to the
country. It is critical that no further leaks occur on these lines. It is
paramount to avoid the threat to human life and the environment. It is
also important to our national security that the oil from Prudhoe Bay be
reliably and safely transported on a daily basis.

On Sunday, August 6, BP announced the complete shutdown of the
Prudhoe Bay oil field. The following Monday, the price that BP and
others commanded on the world market for their crude oil jumped 3
percent to nearly $77 a barrel. This decision came on the heels of an
accident last March when BP’s western transmission lines at Prudhoe
Bay leaked about 200,000 gallons of oil from a corroded pipe. Between
that incident and the leak in August from the eastern transmission line,
BP had repeatedly assured this committee, our staffs and me personally
that the corrosion of that pipeline that failed in March was an anomaly.
BP told us that their corrosion control program was effective, that they
were monitoring on a constant basis and they were mitigating corrosion
in the pipelines at Prudhoe Bay. If the March leak was an anomaly, why
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did BP suddenly shut down production from the entire Prudhoe Bay oil
field in August due to excessive corrosion discovered in the eastern
crude oil transmission lines? In fact, we now know that BP had failed to
carefully inspect and maintain these pipelines. The decision to shut
down the pipeline in August seems to be the direct result of a
requirement to pig the eastern line because of last March’s spill on the
western line.

Pipeline experts and other pipeline operators have explained to us
that internal inspection of pipelines, what is called smart pigging, is the
most reliable, complete and informative way to assess the integrity of a
pipeline’s walls, interior walls. U.S. Department of Transportation
officials explained to the committee staff that BP’s failure to pig these
lines regularly is unsound management. Other methods are available but
pigging has a distinct advantage. I understand that pigging is relatively
inexpensive on a pipeline that has been designed for it. We might point
out at this point in tine that last year BP reported record earnings of over
$25 billion, $25 billion, and that the Prudhoe Bay field is and was the
lodestar of the BP production. Prior to this year’s incidents, not either
the western or the eastern gathering line that BP has been operating had
been smart pigged for years. The western line was last maintenance
pigged and smart pigged in 1998. That is eight years ago, or seven years
ago. The eastern line was last maintenance pigged in 1990 and smart
pigged in 1992, 14 years ago. By comparison, executives at Alyeska, the
pipeline company operating the larger Trans Alaska Pipeline System,
informed subcommittee staff that their line is maintenance pigged every
two weeks, every two weeks, and smart pigged at least once every three
years.

We now know that BP officials have admitted, and I am expecting
that they will again say so today, that their corrosion control and
inspection program for Prudhoe Bay was flawed and that in hindsight,
BP should have been pigging these transmission lines in hindsight. Well,
hindsight is better than blind sight, I guess, but it is not a substitute for
ongoing sound management practices.

I suppose that this committee and Congress is expected to shrug our
shoulders and say, well, now they get it, but the clever use of perfect
hindsight to excuse consistent failure just doesn’t cut it. Years of
neglecting to inspect for the most vital gathering oil pipelines in this
country is not acceptable. BP’s neglect is having as we speak an adverse
and disruptive effect on the American economy, American consumers
and national security. That is not acceptable. If a company, one of the
world’s most successful oil companies, can’t do simple, do basic
maintenance needed to keep the Prudhoe Bay field operating safely
without interruption, maybe it shouldn’t operate the pipeline. Maybe we
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should find a way to get a different operator through the private market
sale of this pipeline and let somebody else do it.

This hearing will largely focus on BP’s failure to responsibly operate
the Prudhoe Bay transmission lines but these two incidents of which the
March spill also happens to be the continuing subject of a Federal grand
jury are only part of this company’s recent and unfortunately notorious
track record. The Prudhoe Bay spill comes on the heels of the British
Petroleum Texas City Refinery disaster that killed 15 people in 2005.

Now, I know that BP is investing significant amounts of time, energy
and resources to bring Prudhoe Bay back at the full capacity and to
address the very serious corrosion problems that have been discovered,
but this is all after the fact. I understand that sludge and sediment issues
existed in the lines for quite some time, that BP knew about the flaws in
its corrosion control program. Impurities like sludge, sediment and water
induce corrosion and provide a place for corrosion to hide.

Maybe I have the wrong impression, but it seems to me that BP was
betting the company and their field that this field would be depleted
before major parts of the pipeline failed and needed to be replaced. BP’s
policies are as rusty as its pipelines. 1 am very concerned about the
specific incident but I am even more concerned about BP’s corporate
culture of seeming indifference to safety and environmental issues, and
this comes from a company that prides itself in their ads on protecting
the environment. Shame, shame, shame.

And I want to say something else before I conclude, Mr. Chairman.
During the course of this investigation, the committee has been informed
by certain individuals that we were trying to interview at the staff level
that they are reluctant to come forward to provide information due to
concerns over possible retribution throughout the oil industry in Alaska.
I want to make it perfectly clear that if we find that any person is
threatened, intimidated or attempted to be retaliated against as a result of
cooperating with this committee, I will use every bit of power that I have
as Chairman of the full committee to ensure that the retaliator is
prosecuted to the fullest extent of the law, and to the extent that that
retaliation against an individual is condoned by any corporate official, I
will exercise the same authority against those officials. We are going to
get to the bottom of this. We are going to make sure that the facts are in
the public purview and we are going to, if necessary, change Federal law
to do everything possible to minimize this happening again.

Mr. Chairman, I look forward to today’s testimony. I hope we get
the answers we need. If not, I am sure the subcommittee will continue to
conduct aggressive oversight on a bipartisan basis on this issue.

With that, I yield back the balance of my time.

[The prepared statement of Hon. Joe Barton follows:]
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PREPARED STATEMENT OF THE HON. JOE BARTON, CHAIRMAN, COMMITTEE ON ENERGY
AND COMMERCE

Thank you, Mr. Chairman, for holding this hearing. I hope that the testimony today
will provide us with some satisfactory answers about several recent crude oil spills on the
North Slope of Alaska, and what is going to be done to prevent these very serious
incidents in the future. The spills occurred on two transmission pipelines that move oil
produced from Prudhoe Bay to the Trans-Alaska Pipeline System. BP Exploration
(Alaska), Inc. — an operating unit of BP — is responsible for the operation and
maintenance of those crude oil transmission lines.

I want to emphasize that these lines move nearly 400,000 barrels of crude oil a day
to market. That’s roughly 8 percent of the country’s domestic oil production. Given that
fact, the safe, responsible, and reliable operation of these pipelines is of paramount
concern to this Committee.

It is critical that no further leaks occur on these lines. We certainly want to avoid
the threat to human lives and the environment, but it is also imperative to our national
security that this oil be reliably transported. On Sunday, August 6™, BP announced the
complete shutdown of the Prudhoe Bay oil field, and the following Monday the price BP
and others commanded on the world market jumped 3 percent, to nearly $77 per barrel.

Americans had already been facing record-high gasoline prices. Did BP think that
shutting in 8 percent of U.S. production would relieve American consumer prices? We
don’t need prices suddenly kicked higher because the company responsible for bringing a
vital part of this country’s oil to market isn’t taking care of the pipelines. BP owes
Americans a higher standard of operation. These are energy resources which this country
needs and they control.

In March of this year, BP’s Western transmission line at Prudhoe Bay leaked about
200,000 gallons of oil from a corroded pipe. Between that incident and the leak in
August from the Eastern transmission line, BP had repeatedly assured me, through staff,
that the corrosion of the pipeline that failed in March was an anomaly. BP told us that
their corrosion control program was effectively monitoring and mitigating corrosion in
the pipelines at Prudhoe Bay.

If the March leak was an anomaly, why did BP suddenly shut down production from
the entire Prudhoe Bay oil field in August due to excessive corrosion discovered in the
Eastern crude oil transmission lines? In fact, what we now know is that BP has failed to
carefully inspect and maintain these pipelines.

Pipeline experts and other pipeline operators have explained to us that internal
inspection of pipelines — what is called smart-pigging — is the most reliable, complete,
and informative way to assess the integrity of a pipeline’s walls. U.S. Department of
Transportation officials have explained to us that for BP’s failure to pig these lines
regularly is unsound management. Other methods are available, but pigging has distinct
advantages. I understand that pigging is relatively inexpensive on a pipeline that has
been designed for it.

Yet prior to this year’s incidents, BP’s pipelines had not been smart-pigged for many
years. The Western line was last maintenance-pigged and smart-pigged in 1998. The
Eastern line was last maintenance-pigged in 1990 and smart-pigged in 1992. By
comparison, executives at Alyeska, the pipeline company operating the Trans-Alaska
Pipeline System, informed the Subcommittee that TAPS is maintenance-pigged every
two weeks, and smart-pigged every three years. I know that BP officials have admitted,
as I expect they will also do here today, that their corrosion control and inspection
program for Prudhoe Bay was flawed, and that in hindsight BP should have been pigging
these transmission lines.

I suppose that we’re expected to shrug and say, "Well, now they get it." But the
clever use of perfect hindsight to excuse consistent failure just doesn’t cut it. Years of



15

neglecting to inspect two of the most vital oil pipelines in this country is simply
unacceptable. Nor are the adverse and disruptive effects on the American economy,
American consumers, and national security in any way acceptable. If a company -- a
very successful company -- can’t do the basic maintenance needed to keep Prudhoe Bay’s
oil field operating safely and without interruption, then maybe it shouldn’t be operating
the pipeline.

This hearing will largely focus on BP’s failure to responsibly operate the Prudhoe
Bay transmission lines, but these two incidents — of which the March spill also happens to
be the subject of a federal grand jury — are only part of the company’s recent and
notorious track record. The Prudhoe Bay spills come on the heels of the BP Texas City
refinery disaster that killed 15 people in 2005.

I know that BP is investing significant amounts of time, energy, and resources to
bring Prudhoe Bay back up to full capacity and to address the very serious corrosion
problems that have been discovered, but that is all after the fact. I understand that sludge
and sediment issues existed in the lines for quite some time, and that BP knew about the
flaws in its corrosion control program. Impurities like sludge, sediment, and water
induce corrosion, and provide a place for corrosion to hide. Maybe I have the wrong
impression, but it seems that BP might have been betting that the field would be depleted
before major parts of the pipeline failed and needed replacement. BP’s policies are as
rusty as its pipelines.

Mr. Chairman, I look forward to today’s testimony. I hope we can get all the
answers we need; and if not, then I hope that the Subcommittee will continue to conduct
its oversight work on these issues. I yield back the remainder of my time.

MR. WALDEN. Thank you, Mr. Chairman.

I would like to ask unanimous consent that members of the
subcommittee who may not be present or are present and have written
testimony or opening statements they would like to be submitted for the
record may do so without objection, and I have the statement of the
Honorable Ed Whitfield, Chairman of the Subcommittee on Oversight
and Investigation, that we will enter into the record. We will have seven
days for that.

At this point I would turn to the Ranking Member of the committee,
the Honorable Mr. Dingell, for opening statement.

MR. DINGELL. Mr. Chairman, thank you. I commend you for
holding this hearing.

I must confess myself disappointed at our reasons for being here
today. We face many challenging energy issues ranging from high prices
of oil and natural gas to the continued development of renewable fuels
and the nagging problem of nuclear waste. That we find ourselves
conducting oversight of an oil company that seems to be having trouble
managing its core business in this day and age is indeed discouraging.
Nevertheless, events relating to BP’s performance over the last six
months necessitate this hearing and I hope that we will learn what went
wrong and what has to be done to assure that it does not happen again.

I welcome our witnesses here today, particularly Mr. Malone,
President of BP North America. Mr. Malone is not a stranger to this
committee during difficult times. I note that he has been straightforward
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and honest in his previous appearances and has kept his commitments
made to the committee. His challenge today is quite difficult and I hope
that his participation will assist this committee to get to the bottom of
what went wrong here.

On March 2, 2006, a BP worker discovered a leak in an oil
transmission line in the western operating area of Prudhoe Bay, Alaska.
This previously unregulated pipeline had been leaking for approximately
five days prior to the discovery and it spilled something like 270,000
gallons of crude oil into the Arctic tundra, making it the worst spill in the
history of the North Slope.

On March 15, the Department of Transportation placed its line and
other low-stress BP lines under its jurisdiction and required BP to
thoroughly inspect the lines, to clean them and to analyze their condition
using a smart pig. After extensive testing and the discovery of two
additional leaks, BP reached the conclusion that the status of its transit
lines was indeterminate and decided to proceed with an orderly shutdown
of Prudhoe Bay. World oil markets reacted to the possibility of an 8
percent less domestic production shutdown by bidding up the price of
crude to just over $76 per barrel which will be paid by American
consumers.

For an oil company of BP’s size and reputation to allow two of its
most critical transit lines to the America’s largest producing oil fields to
reach such a sorry state of affairs is staggering. What went wrong? Did
cost-cutting prove to be the undoing of standard maintenance? Did
management turn a blind eye to problems on the line that at best it should
have known about or at worst knew about and decided to ignore? We
need those answers, because without those answers, we aren’t going to
know what should be done either by the regulatory agencies or by the
Federal government or by the Congress.

The one bit of good news here is that the Department of
Transportation has taken action since the initial spill in last March. The
department has been reasonably aggressive in its enforcement of the
initial corrective action order and subsequent amendments and
responsive to the letters that I and others have sent asking questions
about this matter. There are, however, two things that trouble me very
much. First, the lines that failed were exempt from regulation by DOT
itself despite longstanding concerns in the Congress that low-stress
pipelines could pose significant risk. For a field that produces nearly 8
percent of American domestic production to have its main two lines left
unregulated it simply unacceptable and needlessly risky. As we go
forward, the Federal government must take a fresh look at critical energy
infrastructure regardless of its present regulatory status.
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Second, DOT should propose rules to regulate low-stress pipelines.
At first glance, the rule appears inadequate and applies less rigorous
standards to these lines than recent events would warrant. Furthermore,
the rule leaves some 4,300 miles of low-stress lines without any
regulation at all, not even the bare minimum requirement to manage for
corrosion and to report spills. The proposed rule is eerily reminiscent of
the Nation’s view and experience with the industry which favored the
industry preferred proposals and leads me to conclude that my increasing
confidence in the performance of the Pipeline and Hazardous Materials
Safety Administration on Pipeline Safety has been misplaced. I know
our colleagues who are on the committee will be working together on the
upcoming pipeline safety reauthorization to correct these deficiencies
and this hearing will give us some reference as to what this committee
must do and what we can expect from the Administration in terms of its
administration of the statutes.

Mr. Chairman, thank you for holding this important hearing.

MR. WALDEN. Thank you. I appreciate your comments and your
participation. Now we will go to other committee members, and I
remind you, you have 5 minutes for your opening statements, and with
that, Mrs. Blackburn.

MRS. BLACKBURN. Thank you, Mr. Chairman. [ do want to thank
you for holding the hearing and I want to thank the witnesses for
presenting this committee with information on this issue. I will have to
say I wish we were focused on a more positive topic. I wish it were
something about achieving energy independence or new fuel usages, et
cetera, and that it was not a hearing about failed policies, but we thank
you for being here to visit with us.

I have several concerns on how BP maintained their oil pipelines and
if their maintenance met the industry standards on corrosion prevention.
Specifically, I would like to hear from our witnesses to discuss their
known best practices and how those were implemented and how often
extensive testing of oil pipelines should have taken place, as to how often
it did take place, and I hope that you will present us with specifics.

My reading and research and preparing for the hearing today have
led me to an understanding that most of the pipelines in Prudhoe Bay
were not thoroughly inspected for over a decade and that warnings from
engineers for more testing went unheeded, and I think you have heard
that from some of the other members here who have already spoken
today. That is of concern. It is not acceptable and I think it is quite
appropriate for all of us to expect better from you and from your
company and from a company that promotes itself as a safe and
environmentally friendly energy company.
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Another concern I have is how BP was prepared for an eventuality
such as this. Currently, the eastern oil fields of the Bay are shut down
for the next 6 months, which means that BP is not pumping 200,000
barrels of oil each and every day. It is unfortunate for you all. It is
unfortunate for the American public. It is a loss from what I understand
of about $14 million each day to your company. I want to hear from BP
why they were not prepared for this and why it will take approximately 6
months before the fields are ready to operate again and what the ramp-up
process will be as you look toward bringing that line back online.

Mr. Chairman, when events such as this occur in the U.S. and affect
a critical market such as our oil supply, Congress needs to examine the
safety and the inspection standards so that another accident like this does
not happen again.

So I thank you for the information that you will bring to us, for the
testimony that you have already supplied, and Mr. Chairman, I look
forward to the time of questions.

MR. WALDEN. Thank you, and the gentlelady yields back her time.
The Chair now recognizes the gentlewoman from Colorado, Ms.
DeGette.

MS. DEGETTE. Thank you, Mr. Chairman. Mr. Chairman, the story
unfolding at Prudhoe Bay in recent months has grown much more
alarming as we learn new facts. Just as we heard this morning from the
other members of this committee, it appears that this whole mess was
preventable. Had BP exercised even basic periodic maintenance of its
pipelines, they would not have had to order the shutdown of the
country’s number one domestic oil field at a time both strategically and
economically that this country needed that oil field to be open.

We are all well aware of BP’s aggressive advertising campaign,
portraying it as the environmentally responsible and socially conscious
oil company, so why then did it allow the condition of its low-stress
pipeline to deteriorate to the point of the corrosion-induced spill of
270,000 of crude 0il? Was it purely for cost-saving reasons as this April
2005 internal audit document intimates? These pipes are in such poor
condition now we are told that they are going to need to be completely
replaced. As I mentioned a minute ago, this was all preventable. Mr.
Chairman, it is my understanding, and we discussed earlier, that smart
pigging, though relatively inexpensive, is the single best way to detect
corrosion. Now, I am no engineer but it seems to me that this high-tech
procedure gives quite a bang for the buck and it perplexes me that the
lines haven’t been pigged in some cases since 1992. Now, I would think
that the potential damage to BP’s infrastructure, reputation and bottom
line would have been enough to compel it to take care of its pipes but
apparently this is not so.
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I applaud BP’s efforts in advertising campaigns to move beyond
petroleum to help foster a more sustainable energy future and to become
a truly compassionate corporate leader, but maybe it should start by
sticking to the basics and begin to focus on rudimentary pipe
maintenance as much as it has on PR. BP will undoubtedly assure us
today that its corrosion prevention methodology in the run-up to this
crisis was fully compliant with existing regulations. I look forward to
hearing from the Department of Transportation as to whether that is true
and whether or not we have adequate regulations.

Also, I am interested in hearing the contrasting testimony from the
Trans Alaska Pipeline which pigs their lines every three years. BP may
have believed that using coupons and ultrasonic testing were sufficient to
protect the infrastructure but other industry leaders went well above and
beyond regulatory requirements to properly maintain their pipes and they
have avoided the problems that we have seen in recent months.

I am glad that the DOT is here with us today because the department
has done an excellent job in responding to this crisis and deserves credit
for its rapid response. While I am pleased at the DOT’s new regulations
issued in the aftermath of the Prudhoe Bay spill, I fear that they may not
be adequate.

I am also dismayed as I am often these days with what has become
an even more reactionary Federal government. It seems to me that we
have the tendency to ignore major issues like this, exercising limited
oversight and only after a crisis happens do we jump to fix a problem
that should have been prevented in the first place. Perhaps we should
have seen this coming. I hope to hear from the Federal officials today
whether we should have predicted a major oil spill like this given the lax
regulation of the low-pressure lines in unpopulated areas.

And frankly, Mr. Chairman, the United States Congress is not
entirely without blame either. The Pipeline Safety Act reauthorization
has languished in Congress for months. I hope some good will come out
of this mess and that would be passage of this important legislation
sooner rather than later.

Mr. Chairman, I am looking forward to probing these and other
issues, and again, I want to thank you for holding this hearing, and I
yield back.

[The prepared statement of Hon. Diana DeGette follows:]
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PREPARED STATEMENT OF THE HON. DIANA DEGETTE, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF COLORADO

Thank you, Mr. Chairman and thank you for having this hearing.

Over the past few years we have experienced major corporate scandals in
this country. At companies like Enron and WorldCom, Americans witnessed
corporate executives break the law to enrich themselves at the expense of their

customers and shareholders.

This Commiittee held multiple hearings on these corporate abuses. I was
proud to be a Member during that time, as we helped shine a light on corporate
excess and pave the way for reform. And, while the specific issues before us are
different, I expect that we can play that same role again as we continue our series

of hearings on “pretexting,” this time in the corporate context.

The corporate context of pretexting we will be talking about today involves
Hewlett-Packard, or H-P. Itis indeed a very sad day for this very proud
company. H-P is a company of iconic stature both here in the U.S., and frankly
around the world. In fact, as I look around this room, there are many products
- from the computers to PDA’s to monitors to printers — all bearing the H-P

name.
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This company -- as we all know -- was started in a small garage in the
Silicon Valley and grew to one of the nation’s largest employers. We all know
the story. We all know about how proud many should be about what H-P

became over the years.

But Mr. Chairman, something has gone wrong -- terribly wrong -- at this

once venerated institution.

I begin my statement by talking about the positive aspects of H-P because
what we say here and what we do here will affect the lives of tens of thousands of
the company’s workers, and it is my opinion that they frankly do not deserve the
wrath --- or taint -- that has been brought on them or this company’s name by

the actions of a few.

Unfortunately, though, what we will hear about today is one of the darker
chapters of corporate chicanery this committee has seen in quite some time. And

sadly, it is unavoidable, but the H-P name is at the center of it.

Let me be clear, Mr. Chairman, this is no Enron. I believe that at the
heart of H-P’s operations you will find a good product and a good workforce.
You will also find some of the best traits of American business, namely
entrepreneurship and competitive innovation. It is precisely because this

company’s now sullied reputation is reversible, that explains why we need to

have this hearing. Indeed, it is because H-P is not Enron, that we need to find

out what happened and who’s accountable.
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Mr. Chairman, this hearing is about more than sorting through the mess

that has sullied the HP name;

It is about more than how the “H-P Way” became synonymous with
digging through people’s trash, setting up bogus emails (approved at the

highest levels of the company) and stinging unsuspecting reporters;

It is about more than how a computer company suddenly found itself in
the business of trailing and photographing board Members across the
globe or surveilling journalists using ex-FBI agents who sat in cars and

watched as if their subjects were busy making truck bombs;

It is about more than how a company that purportedly respects
electronic privacy found itself using deception and subterfuge to procure
-- and then rummage through -- the private phone records of Americans
(in some cases, their Social Security numbers given out to the world as

well).

Mr. Chairman, what this hearing is about is this Committee’s attempt

to sort through a dark chapter of corporate governance so that shareholders

and the existing employees themselves can Jjudge and determine who should be
entrusted to continue making key decisions which may affect H-P’s survival.

Understanding what happened here has not been easy. We have

reviewed thousands of documents and countless reports. We have spent

endless amounts of time working with the many lawyers who now represent

3
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the key players in this scandal. But unfortunately, many who we would have

liked to have spoken to about this matter before this hearing, have not made

themselves available for interviews. Nonetheless, we have formulated a

number of key questions that, again, I believe shareholders, current H-P

employees -- and victims of certain tactics -- deserve answers to. These include

the following:

Why were such marginal methods used in this investigation and

who approved them and who knew about them (and when)?

Have such tactics been used before (if so where) and will they ever
be used again by H-P? What assurances will the company give us
that they will not?

For those that did approve them, what was their justification and

did such approval show good judgment?

Where was the legal and ethical guardians of HP’s corporate
interest when all of this was happening and whose job was it to
steer the ship clear of the icebergs? For example, was it not a red
flag when discussions were occurring about using fraud and
deception to obtain third-party phone records from journalists?
Was it not a red-flag when discussions were broached about even
the possibility of placing janitors -- or fake employees -- in news
organizations such as the Wall Street Journal or CNET to engage
in spying? Was it not a red flag when covert teams began

4



24

photographing board members or tracking their wives to bingo

parlors or reporters to their children’s schools?

I am very concerned about the judgment that went into these decisions
and why with a company of H-P’s sophistication, nobody -- neither the board,
nor its CEQ, nor its General Counsel, nor its outside counsel had the common

sense to say “NO, this is not the ‘H-P Way.””’

Finally, Mr. Chairman, as concerned as I am about who MAY have
known about these things, and didn’t say “NQO,” I am perhaps even more
concerned about these who apparently now claim they DIDN’T know about
these things. I frankly, can’t understand how the entire board of directors --
all of them potential targets of a renegade HP spy ring — the CEO, or the
General Counsel saw or knew little when it came to perhaps the most sensitive
investigations ever conducted at the company. In sum, Mr. Chairman, who
was on the bridge -- or at the helm -- when the HP hit the iceberg?
Apparently nobody.

Mr. Chairman, I will conclude by saying that I look forward to
obtaining answers at today’s hearing and allowing the witnesses to hopefully
set the record straight. But it is my prediction, that much of what we will hear
today will be a “see no evil, hear no evil, speak no evil”’ set of answers. If that
occurs, it really will be in the hands of shareholders and victimized employees

to take the helm and put this once proud and distinctive ship back on course.

With that, I yield back.

MR. WALDEN. [ appreciate your participation and your comments.
Just for the committee’s edification and for the audience as well, we have
been called to the floor for a vote on the rule. It is just one vote and then
there will be a break at three to four hours before our next series of votes.
We are going to continue to take opening statements during this period.
The Chairman has gone over to vote and will come back and take the
chair so I can go vote. Meanwhile, I will work through our list, and I
have Dr. Burgess and then Ms. Baldwin next, and there are 11 minutes
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left in--oh, I am sorry. I actually have Mr. Inslee. It is Burgess, Inslee,
Stearns, Baldwin. So Dr. Burgess for 5.

MR. BURGESS. Thank you, Mr. Chairman, and I want to thank you
also for convening this hearing this morning. [ want to thank our
witnesses for being here with us. The remarks of the full committee
Chairman, Chairman Barton, certainly echo my sentiments on this issue
and I won’t belabor those points that he has already brought up, but like
most of my constituents, | was extremely concerned to learn of the oil
spill in Alaska last March. It was the largest spill so far in Alaska but it
is hoped that that remains the case. The spill posed a risk to both the
environment and our domestic supply of oil. Experts believe that there
will be no permanent environmental damage from the spill, and that is
the good news, but we must ensure that the pipeline maintenance
practices do not jeopardize the environment or expose us to further
disruptions in our supply. While I believe that British Petroleum’s initial
decision in August to shut down the Prudhoe Bay field following the
discovery of corrosion was prudent, I am also troubled by the fact that
the situation could have been prevented. What is especially troubling is
these transmission pipelines had not been pigged either with the scraping
pig or smart pig since 1992 or 1998. Pigging is not a new technology but
it is and should be a standard industry practice, and I would like to hear
from our panel if in fact that there is recognition otherwise within the
industry.

BP’s failure to conduct this type of routine maintenance put in
jeopardy our ability to access the crude oil produced by the entire field.
The Prudhoe Bay field accounts for 5 percent of domestic production,
400,000 barrels per day as we have heard several times this morning, so
the temporary loss of this supply has the potential to significantly impact
oil prices.

We also had, the Chairman brought up the Texas City situation
where 15 people were killed in my home State of Texas and while that
may have been a preamble to the other problems that have now surfaced
in Prudhoe Bay, I know it is difficult to separate out the complexities of
the corporate structure but stipulating what the Chairman brought up that
there was a significant profit earned by BP last year, I think this
committee would be interested in knowing what commitment is going to
be made in investing those profits in further maintenance and further
assurances that these two types of accidents do not occur again in the
future. Maintenance is just one of the primary responsibilities of the
company that is managing the Prudhoe Bay fields, but I am looking
forward to hearing from BP about what happened and having the
opportunity to question the witnesses appearing before us today.

Thank you, Mr. Chairman. I will yield back.
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MR. WALDEN. Thank you, Dr. Burgess. Now I will recognize the
gentleman from Washington State, Mr. Inslee, for 5 minutes.

MR. INSLEE. In 1999, another pipeline company didn’t do its job. A
fireball erupted in Bellingham, Washington, and killed two young boys
and a young man, and one of the parents of one of those children called
me the other day when this happened and basically asked a question,
when will they ever learn, and I think that is a pretty good question.
When will they ever learn?

What is so profoundly disappointing in this circumstance is that this
is not a matter of hindsight. This is a profound lack of foresight and
responsibility by this particular company, and the reason we know that
is, back in 2001, an engineering company from Seattle, Washington, did
a preliminary draft of a report with the specific purpose of reviewing this
protocol for maintaining these pipes included smart pigging as something
that would be the most effective protocol to prevent this leak. We found
a specific memo from this company, Coffman Engineering in Seattle,
Washington, and it said, “Smart pigging is the only inspection technique
capable of looking at the whole internal and external corrosion picture.”
British Petroleum, instead of deciding to smart pig, decided to quash that
information from the public. That information never showed up in the
public record until it was disclosed after this incident. That is a crying
shame, and we are going to find out why that happened because this was
a conscious, willful decision by the particular corporation involved here
not to do smart pigging that they knew was an effective way of providing
repair. This is not a matter of hindsight. This is a matter of lack of
responsibility and foresight. And that is a good question, when will they
ever learn?

Now, that is the profoundly obvious lesson of what happened here,
but there is another profound one that is not so obvious. You know, I
was amazed at what lessons people will take from a tragedy like this.
One of my colleagues suggested that the lesson we should take from this
is we need to drill more oil wells in the Arctic wildlife refuge. He said,
you know, we need to expand our oil production capability. Well, I
thought that was interesting. That would be sort of like after the
Hindenburg saying the problem here is, we need more blimps; that is the
whole problem, we don’t have enough blimps. 1 don’t think that is the
lesson to be drawn from this. Eight percent of production has now been
reduced because of one pipeline failure. The lesson is, we need a more
diversified energy future for this country. We need a biofuels segment to
our energy production capacity. We need development of cellulosic
ethanol plants so we can displace some of our dependence on these
vulnerable systems that have been reduced now 8 percent and yet a 3
percent spike that Mr. Barton suggested just from the loss of this one
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pipeline. We need a whole new energy policy. And I like the fact that
British Petroleum has spent millions of dollars on things like this and that
their plans for biofuels are growing, which is impressive PR, but
unfortunately, their efforts are less than .2 percent of just their net profits
this year of $26 billion. That is not a sincere effort. It is not enough.
And I would agree with my colleague, Ms. DeGette, that Congress has a
responsibility because it is an abysmal failure of Congress as well. You
know, it is not just pipelines that lack integrity. It is our whole energy
system in this country and Congressional inaction that lacks integrity of
having a real energy policy that will be diversified and truly
environmentally friendly, which this current policy is not.

So I am confident, relatively confident, that we will close this
massive loophole, we will get regulation ultimately of this, but it is not
enough. We need an energy policy in this country that will not leave us
exposed to these terrible price spikes that we have when we have this
vulnerable system go down. So I am hopeful that it is not just the
obvious lessons that we learn but the more profound ones. I look
forward in this hearing to find out why this Coffman Engineering report
was not made available, why the public didn’t know about this, why this
was not done, and why the belts-and-suspenders approach to pipeline
management was not followed.

It is obvious you need a belt-and-suspenders approach to pipeline
management. This corporation is dependent on ultrasound, which is
great technology, but it is like a CAT scan that only takes one slice
through your body and doesn’t look at the rest of your body. It is very,
very good for that one slice. Ultrasound was very, very good for the one
tiny slice of this pipeline they did but they ignored the rest of it at our
peril, and we are going to get to the bottom of why this happened and
make sure it doesn’t happen again.

MR. WALDEN. I want to thank the gentleman for his comments. The
full Chairman is going to take over the gavel so that we can go vote in
the remaining 2 and a half minutes.

CHAIRMAN BARTON. We are going to continue the hearing but we
have a number of members that wish to do opening statements, so the
first one back gets to do an opening statement and we will alternate until
we get regular order when everybody else gets back.

MR. STEARNS. Thank you, Mr. Chairman. Thank you for going
ahead and having this hearing for this investigation.

As I understand, later on today one of the persons is going to take the
Fifth, and having been through several oversight hearings, when you see
an individual take the Fifth it means he does not want to testify under
oath, and that should be a concern for all of us when we are trying to just
explore the truth here.
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In a larger sense, BP has to realize they have been given a public
trust because of the impact of oil on our national security and our
economy yet it would appear they failed to exercise this trust, so this is
our concern today, especially in light of the fact that someone is going to
take the Fifth and will not testify openly, clearly and honestly.

Now, the Department of Transportation monitors a lot of sensitive
lines in this country in urban areas, environmental areas, but obviously
not in areas that appear to be low-stress lines, low-pressure areas like in
the tundra of Alaska. Yet these lines are vital, and even though the
Department of Transportation does not monitor these lines, it would
seem to me BP would want to be scrupulously careful to protect these
lines because of their strategic value. Yet today we are here realizing
that that did not occur. Fortunately, it appears it is not having a large
impact on the price of oil. There has been a lot of trading, future trading,
and as a result of trading and the surplus oil, it appears the price of
gasoline is coming down. So despite BP’s troubles, our oil infrastructure
appears to be in reasonable shape but a concern we all should have is, as
I understand, is 5,000 barrels of oil were dumped onto the environment.
We are going to have somebody from the government that is going to
explain to us about this cleanup and whether it was sufficient. Did BP
act quickly and do it in such a way that there was no environmental
damage? But think of that amount of oil in any kind of other area where
there would be high urban or high environmental problems, what that
would do and the enormous cost and effort it would create. So again, BP
should realize that they have a fiduciary responsibility that goes beyond
just the bottom line.

While many pipes are getting old, data from the Department of
Transportation’s Office of Pipeline Safety indicates a broad decline in
the number of pipeline accidents from 245 in 1994 to 136 in 2005 with
only 57 through July. So in light of the fact that we have these statistics
and a broad decline, it is still a concern what happened.

The Department of Transportation has worked with BP to assess the
extent of corrosion in its transmission lines and to prevent any repeal of
these leaks. The department has also recently proposed a rule to cover
the low-stress transmission lines we are discussing today, and that is a
question for us as members of Congress should we implement legislation
to do that. Right now we have no direct oversight authority up in the
tundra there, and we should give it.

So Mr. Chairman, I appreciate this opportunity again to have the
opportunity to question BP’s executives, and I look forward to hearing
their testimony and to make sure that this does not occur again and we as
legislators can do that to make sure the Department of Transportation is
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involved where we have strategic value and we have public trust
involved. Thank you.

CHAIRMAN BARTON. We thank the gentleman. The gentlelady from
Wisconsin, Ms. Baldwin.

MsS. BALDWIN. Thank you, Mr. Chairman. It is very important that
we are holding this hearing today. Not only must we address what went
wrong at Prudhoe Bay but we must examine how we can prevent it from
ever occurring again. We have had some time to mull over the shutdown
since it was first announced earlier last month, and time and time again, |
simply find myself at a loss. I am frustrated that BP shut down 8 percent
of domestic oil supply, I am angry that gas prices were pushed even
higher during the peak summer season, and I am concerned that the
Alaskan environment has been dealt a blow from which it will not
quickly rebound.

But even more troubling is a trend that I see among companies that
can only be described as a lack of corporate responsibility. Many of us
can remember a time when our communities were proud to associate
themselves with big companies that made their home in nearby towns.
These companies realized that their long-term success depended upon
investing in and improving the community, not just focusing on the
bottom line. BP Alaska was such a company. It has been one of
Alaska’s largest employers, providing more than 1,300 jobs to State
workers. It has supported Alaska’s communities, offering millions of
dollars for charitable giving and it has played a large role in the social
fabric of the community. In return, the community trusted BP. They
trusted that BP was listening to its workers, investing in its infrastructure
and protecting the surrounding environment, but sadly, somewhere along
that way, the trust has been broken. Consideration of the world in which
neighbors and consumers live and work seems to have disappeared from
BP executives’ radar screens, and what has been left behind in Alaska is
muck on the ground and distaste, not only among Alaskans but among all
Americans.

The BP shutdown has brought to light what happens when a
company turns its back on its responsibilities. It allowed years to pass,
years to pass without inspecting the critical pipeline that carries 400,000
barrels of oil a day. Executives ignored workers who raised safety
concerns and consumers have been left to foot the bill. The cost for BP
is not simply calculated in lost production or replacing corroded pipes.
Rather, it must also include the disappointment of loyal customers, the
damage to Alaska’s pristine environment and the violation of the
community’s trust.

Mr. Chairman, I recognize that we cannot force companies to elevate
their commitment to corporate responsibility above profits, but we can
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find a way to ensure that companies are not abandoning their critical
infrastructure by running their pipelines to failure or what is known as
riding the throughput curve. The mess of a company’s negligence must
not be borne by the consumer, the environment or the community.
Rather, companies must stand up and take responsibility and BP must be
held accountable for its actions or inactions.

I am hopeful that the series of hearings that Congress is holding on
this matter will force us to look at the way pipeline safety is regulated so
that future disruptions will not occur, and more importantly, I hope this
incident and these hearings will encourage other companies to look at
their actions and keep corporate responsibility and public trust in mind as
they decide what sort of commitment they make to public safety and
maintenance.

Thank you, and I yield back the balance of my time, Mr. Chairman.

CHAIRMAN BARTON. The gentlelady yields back. Does the
gentlelady from Chicago, Ms. Schakowsky, wish to make an opening
statement?

MS. SCHAKOWSKY. Thank you, Mr. Chairman, and thank you,
Ranking Member Stupak, for convening today’s oversight hearing into
BP’s pipeline oil spills at Prudhoe Bay in Alaska.

Probably everything that needs to be said is said but I think it was
Mo Udall that said, not everyone has said it, so I am going to say a few
things about that as well.

I am really glad that we are taking the time to closely review what is
going on at Prudhoe Bay over the last several years. However, what is
obvious to me and to my constituents and to any reasonable person
reviewing the facts of the case is that BP, a company that raked in over
$7 billion in profits in the second quarter of this year alone neglected to
conduct even remotely adequate or responsible maintenance on its
operating lines in the greater Prudhoe Bay field.

Aside from environmental stewardship obligations, it seems like
plain common sense to me and I think to just about everyone on this
committee that a company extracting oil as a means of profit would want
to routinely conduct thorough inspections of its pipelines to ensure safe
transport of the product. Why BP refused to do it for years is something
I want to know. Hopefully we will get some clue about that today.

BP has presented troubling indicators of diminishing quality in
previous years and conducted no major investigation or corrective action,
and despite discovering a leak on its western pipeline on March 2 of this
year, which put over 200,000 gallons of oil in the Alaskan tundra and
was the single largest leak in history on the North Slope, BP attempted to
get out of conducting further review of its lines as had been ordered by
the Department of Transportation on March 15.
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Instead of doing the right thing and what would have been smart
business and conduct an immediate internal investigation of all its lines,
BP waited until June 6 and asked for relief and a pass on DOT’s previous
pigging order to conduct a thorough internal review of its lines, and it
wasn’t until late July, almost five months after the enormous leak was
discovered and after it was further ordered by DOT that BP finally
conducted internal testing. The results demonstrated numerous areas of
concern and yet another leak. Finally, on August 6, more than five
months after the initial March 2 leak was discovered, BP shut down
production from its greater Prudhoe Bay field. It is astonishing and
infuriating that any company entrusted by the public and the government
to ensure level of safety for our environment and its use of natural
resources to turn a profit, that it would be so irresponsible, but it is truly
beyond comprehension that a company that is so grossly profitable
would willfully avoid routine detailed inspection and maintenance on its
pipelines. As has been mentioned now several times, BP as it turns out
had not taken an in-depth internal look at its pipeline on its eastern line
since 1992 and its western line since 1998. That is 14 and 8 years,
respectively. If this company had spent as much on inspections, safety
and maintenance as it does on advertising and lobbying for tax cuts, none
of us would have to be here today in this hearing. BP executives could
be counting their bonuses and the public would be assured of the
company’s pipeline integrity. Instead, BP chose to bury its head in the
sand and tundra and operate a see-no-evil approach to its Prudhoe Bay
operations.

This company has a lot of explaining to do, and as lawmakers on this
committee, we all need to ask ourselves if our policies are adequate, if
we can afford to trust companies like BP to do the right thing and if we
can continue to rely so heavily on energy products that present such risks
to our environment, our bank accounts and our economy.

I wanted to mention that my friend from Chicago, national leader
Reverend Jesse Jackson, was here today. His organization has taken a
great interest in this, is leading weekly pickets across the Nation at BP
stations in several cities including Washington, D.C., and Chicago, Los
Angeles, Atlanta, Detroit, Michigan, raising the questions that all
consumers are asking right now, why are the profits so high at BP and
yet we cannot be sure that they--we know that they are not doing the kind
of maintenance and safety inspections that are needed.

All of us need to focus in on this, including the company, and I
welcome our witnesses today. Thank you.

MR. WALDEN. I thank the gentlelady for her comments. The chair
would now--we are waiting for Mr. Pickering, but in his absence, we will
now go to Congressman Markey, who is not a member of the
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subcommittee but we welcome your participation today, and you are
recognized for a 5-minute opening statement.

MR. MARKEY. Thank you, Mr. Chairman, very much, and I
appreciate the courtesy of allowing me to speak on this issue in this
subcommittee. I have been a member of the Energy Committee for 30
years, and this is one of the low points of those 30 years. This is without
question an issue which has had a profound impact on the American
public. At a minimum, they have had to have paid now tens or hundreds
of millions of extra dollars at the pump because of the spike in the price
of gasoline that occurred because of this accident. That is the beginning
of the price that the public has to pay for this kind of a problem
manifesting itself.

British Petroleum’s marketing campaign claims that BP stands for
Beyond Petroleum but today we are finding that BP stands for a
company with bloated profits that failed to fix bad pipelines and the
consumer at the pump is responsible for paying the price. It appears to
me that management at BP’s Alaska operation knew that they were
essentially driving a car with over 100,000 miles on it without bothering
to spend the money and time needed to properly maintain it. So it seems
to me that BP senior management can’t have been surprised that it broke
down eventually. BP’s corrosion management set up a testing system
that was designed to save money but it failed miserably at ensuring the
integrity of these critical pipelines. BP had a 2004 report from its
attorneys at Vinson and Elkins that pointed out some of these problems.
BP also had a 2005 audit report that reaffirmed the problems’ continued
existence but BP doesn’t appear to have revamped the pipeline corrosion
control systems after these warnings. It doesn’t appear that the
allegations of harassment or retaliation against whistleblowers were
thoroughly investigated by and adequately responded to by senior
management at BP. These whistleblowers are public interest Paul
Reveres signaling a warning that something could go wrong so that the
public interest could be protected. Those warnings were ignored. This is
simply unacceptable.

BP is one of the largest oil companies in the world. It is an
extraordinarily profitable company. It clearly has the money to be able
to properly maintain their pipelines, and BP failed to do so. Instead, BP
appears to have pursued a strategy of maximizing short-term profits at
the expense of maintaining the integrity of those pipelines. BP appears
to have ignored internal evidence that such a strategy would result in
leaks and there are some indications that those within the company who
raise concerns about this strategy would be harassed and retaliated
against.
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I would hope that before this committee takes up any pipeline safety
reauthorization that we would get to the bottom of what happened here
and make appropriate adjustments to the law to ensure that this type of
problem does not happen again. We should not legislate in the area of
pipeline safety until we understand completely what happened at BP,
make an industry example and then change the laws of our country to
ensure that it never happens again. I thank you again, Mr. Chairman, for
your courtesy.

MR. WALDEN. You are welcome, and Mr. Stearns reminds me that I
should have asked UC, unanimous consent, to allow members who are
not on the subcommittee the opportunity to provide an opening
statement, so I will do that, because Mr. Green is next. I ask unanimous
consent to allow Mr. Green to offer an opening statement. Is there any
objection? Hearing none, Mr. Green.

MR. GREEN. Thank you, Mr. Chairman, again. Thank you for
allowing those of us who are not on the committee although serve on the
Energy Subcommittee, and this hearing is very important, particularly in
the area where I come from in Houston. I would like to keep my remarks
brief because I really want to hear from our panelists but [ am glad to be
here today to express my frustration with the events in Alaska that
caused this hearing today.

Last year we had two natural disasters, Hurricanes Katrina and Rita,
that blocked domestic oil supplies at a very critical time, the summer
driving season. We may dodge that bullet this year but the American
drivers had to deal with a manmade disaster this year when BP’s Alaska
pipeline sprung a leak and had to be shut down due to corrosion. I have
not reviewed all the documents that our subcommittee has obtained but
what I have heard so far is not good. Corrosion on the pipeline does not
seem to have taken BP by surprise, rather there were numerous warning
signs that were underestimated or ignored. Even large corporations can
have bureaucratic problems dealing with maintenance issues, but
unfortunately, this is not the first time we have seen something like this
with British Petroleum. Just last year, an explosion at a BP refinery in
Texas City that is close to our district, in fact, it could be in it because I
have all the other refineries in the Gulf Coast area it seems like, killed 15
contractors who were working in a temporary building placed too near to
dangerous equipment, and again, the information that I understand from
Federal investigators found several safety problems and the investigation
is still ongoing and it makes two major public safety disasters in two
years.

Mr. Malone, I know you are new to your job and we appreciate the
fact that you are here to face this music but we need more than honesty
and sincere apologies at this point. We need concrete action and some
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assurance that BP is going to spend the necessary resources on safety.
When you own a pipeline or refinery, Congress and the American people
expect you to invest the necessary amount in safety to protect our
economy, the environment and human life. This committee should look
at our pipeline safety legislation to make sure we are keeping our
responsibility to improve safety at these low-stress oil pipelines.
However, I don’t want to have a pipeline safety accident hold up pipeline
safety legislation that would make our pipelines actually safer. Mr.
Chairman and Ranking Member, thank you for holding this hearing and
allowing me to participate, and I look forward to authorizing the pipeline
safety legislation in this Congress, 1 hope, in light of the accidents that
have happened, and I yield back my time.
[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF THE HON. ED WHITFIELD, CHAIRMAN, SUBCOMMITTEE ON
OVERSIGHT AND INVESTIGATIONS

Today, the Subcommittee on Oversight and Investigations will examine the facts
and circumstances surrounding two spills on crucial crude oil transmission pipelines
operated by BP in Prudhoe Bay, Alaska. We will look at BP’s decisions and actions
concerning the maintenance and operation of these pipelines in order to better understand
how the corrosion occurred and what can be done to prevent similar problems in the
future.

In March this year, BP discovered the leak of roughly 5,000 barrels of crude on the
Western Operating line, the largest spill in the history of the North Slope. Just a few
months later, BP discovered serious corrosion problems in its Eastern Operating line,
which forced it to shut down the line, effectively cutting production from the Prudhoe
Bay field in half. BP cannot even say with any degree of certainly when it will be able to
get this line back into operation.

There have been a series of maintenance and safety problems involving BP over the
past several years that are troubling, including the Texas City refinery disaster and the
recent leaks on the North Slope. Are these isolated incidents, or are they the result of
fundamental problems within the company? 1 hope that the BP executives testifying
before the Subcommittee today will be able to provide some assurances in this regard.
As stewards of critical energy infrastructure, all pipeline operators, including BP, bear a
tremendous responsibility.

I would like to thank all of the witnesses, and I hope that today’s hearing will
illuminate the facts of the situation surrounding BP’s pipelines so that this Committee can
help ensure a safe and reliable energy infrastructure.

MR. WALDEN. [ appreciate the gentleman yielding back the time and
his comments and participation in our hearing. With that, we are going
to ask the following witnesses to come up to the table. Mr. Richard
Woollam of BP, formerly corrosion engineer, formerly the manager of
the CIC; Mr. Robert A. Malone, Chairman and President, BP America;
Mr. Steve Marshall, president, BP Exploration Alaska; Mr. Kevin
Hostler, President and CEO of Alyeska Pipeline Service Company; and
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Mr. C. Dan Stears of Coffman Engineers. If you would come forward
and be seated at the table.

As you know, when conducting an investigative hearing, this
subcommittee follows the practice of taking testimony under oath. So
now that you are comfortable, I am going to ask you to all rise and if you
would raise your right hand.

[Witnesses sworn]

MR. WALDEN. Please be seated. Under the rules of the House and
this committee, you have the right to be advised by counsel as to your
constitutional rights. Do you have legal counsel here today, Mr.
Woollam?

MR. WOOLLAM. Yes.

MR. WALDEN. And can you identify that counsel for us, please?

MR. WOOLLAM. Yes, Mr. Jim Torgesen with Heller Erman.

MR. WALDEN. Mr. Malone?

MR. MALONE. Yes, I do.

MR. WALDEN. Can you turn on your microphone there, sir? Thank
you.

MR. MALONE. I have Ron Phillipe here.

MR. WALDEN. All right. Mr. Phillipe, welcome. Mr. Marshall?

MR. MARSHALL. Yes, I do, Mr. David Bukey.

MR. WALDEN. All right. Thank you. Mr. Hostler?

MR. HOSTLER. Yes, that is right, Hostler.

MR. WALDEN. Hostler. No counsel?

MR. HOSTLER. No.

MR. WALDEN. And Mr. Stears?

MR. STEARS. Yes, I do.

MR. WALDEN. Can you turn on that mic? That didn’t help either.
Sorry. Try again.

MR. STEARS. It indicates it is on.

MR. WALDEN. There we go. Now it is. All right. Thank you. The
chair will now recognize you for purposes of making an opening
statement if you so desire. Mr. Woollam?

TESTIMONY OF ROBERT A. MALONE, CHAIRMAN AND
PRESIDENT, BP AMERICA, INC.; STEVE MARSHALL,
PRESIDENT, BP EXPLORATION ALASKA, INC.; KEVIN
HOSTLER, PRESIDENT AND CEO, ALYESKA PIPELINE
SERVICE CO.; AND C. DAN STEARS, CATHODIC
PROTECTION SPECIALIST, COFFMAN ENGINEERS, INC.

MR. WOOLLAM. Mr. Chairman, I have no prepared statement.
Based upon the advice of counsel, 1 respectfully will not answer
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questions based upon my right under the Fifth Amendment of the United
States Constitution. I ask that my counsel’s written letter of this morning
to the committee be entered into the record.

MR. WALDEN. Without objection. Mr. Malone, welcome.

[The information follows:]

HeilerEhrmanm F ‘ LE

September 6, 2006 Yames E. Torgerson

James. Torgerson@hellerehrman.com
Direct +1.907.263.8404

Main +1.907. 277.1900

Fax +1.907.277.1920

43437.0001

The Honorable Joe Barton
Chairman
House Committee on Energy
and Commerce :
2125 Rayburn House Office Building
Washington, D.C. 20515

- Re: Subpoena to Richard C. Woollam
Dear Chairman Barton:

On behalf of our client, Richard C. Woollam, an employee of BP EPTG, we hereby
inform the Committee, as we had informed your staff: Mr. Woollam, reluctantly and contrary
to his desire to testify, will follow the advice of counse} and respectfully decline to testify,
based upon his rights under the Fifth Amendment to the U.S. Constitution. In connection
with Mr. Woollam's decision to invoke his Constitutional privilege, we respectfully make the
following requests.

First, we ask the Committee to draw no adverse inference based on Mr. Woollam's
invocation of his Fifth Amendment Constitutional rights and not to engage in a rush to
judgment. As you know, the U.S. Supreme Court has repeatedly observed that one of the
basic functions of the Fifth Amendment is to protect the innocent.

Second, if M- Woeollam-must-assert his Constitutional rights in person before the
Committee, we respectfully request you excuse him promptly after he makes it clear that he
intends to assert such rights with respect to any questions that relate to your investigation of
BP. In fact, as you may know, it is generally viewed as an abuse of a witness's Constitutional
rights to require him to continue asserting the privilege repeatedly in response to questions in
areas that he has indicated will not be answered. See John C. Grabow, Congressional
Investigations, Law and Practice § 4.2[a], p. 126. In this connection, we note an opinion of
the District of Columbia Bar, which stated that, in the context of a congressional hearing, it is
unethical for a D.C.-licensed lawyer to continue to propound questions to an individual when,
as a result of asserting the Fifth Amendment, it is clear that there will be no answer
forthcoming. See District of Columbia Legal Ethics Committee, Opinion No. 31 (March 29,
1977). :

Heller Enhman LLP 510 L Street, Sulte 500 Anchorage, AK 99501-1859 www.hellershrman.com

UAnchorage  Beiing  HongKong  LosAngeles  Madison,WI  NewYork  SanDiego  SanFrancisco  Seattle
Siicon Valley Singapore Washington, D.C.
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The Honorable joc Barton

HellerEhrmanu.. , Sepmnb 6, 2005

Mr. Woollam and his counsel support your efforts to understand the facts related to
oilspills on Alaska’s North Slope. However, parallel inquiries that could subjef:t individuals
to potential criminal exposure require that we advise Mr. Woollam to invoke h1§ -
Constitutional rights under the Fifth Amendment. We ask that (i) you respect his assertion of
his Constitutional rights, and (ii) you take the other steps requested in this letter to ensure the
faimess of the bearing and the avoidance of undue prejudice to Mr. Woollam.

‘Very truly yours,

R

‘{ Counsel for Richard C. Woollam

SE 2176760 v1
9/6/06 2:17 PM (43437.0001)

MR. MALONE. Thank you, Mr. Chairman.

Mr. Chairman, members of the subcommittee, good morning. My
name is Bob Malone. I am the Chairman and President of BP America.
I am joined today by Mr. Steve Marshall, who heads our Alaskan
operations.

BP America’s recent operating failures are unacceptable. They have
fallen short of what you and the American people expect from BP and
they have fallen short of what we expect of ourselves. We must and will
work hard to fix the problems, and in doing so, regain your trust and that
of the American people. We know we will be measured by what we do,
not what we say.

I assumed this role on July 1 and immediately began to visit our
facilities, meet with our employees and learn about our current
operations. On August 6 | received word of severe corrosion in our of
our transit lines in Alaska. The decision was made to shut down
protection to avert any possibility of an oil spill and to prevent damage to
the environment. We then conducted extensive testing of the transit lines
on the western side of the field, assured ourselves they were fit for
service and maintained production of about 200,000 barrels a day.
Preventing environmental damage and protecting the safety of our
employees and contractors are absolute priorities. We fully recognize
this decision was not without consequences but it was the right thing to
do. Many were concerned about the impact on crude oil and gasoline
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supplies. BP brought in cargos of crude oil from around the world and
other suppliers did the same. A short-term supply shortage did not occur
and we continue to acquire stocks to replace the production that is still
shut down. BP is fully committed to restoring production from Prudhoe
Bay as soon as we are confident that it can be done in a safe and
environmentally responsible way.

Across BP, we have taken a number of actions to ensure that our
businesses are run in a manner that meets our expectations and yours. |
would like to highlight a few of those. These were announced--some of
these were announced by John Browne on July 1 and they included my
appointment.

First, 1 retained three of the foremost corrosion experts in the world
to evaluate and make recommendations for improving the corrosion
management program in Alaska. BP has added an additional $1 billion
to the $6 billion already earmarked to upgrade all aspects of safety at our
U.S. refineries and for the integrity management in Alaska. I have
appointed former U.S. District Justice Stanley Sporkin as an independent
ombudsman reporting directly to me. 1 have asked Judge Sporkin to
conduct a review of all worker allegations that have been raised on the
North Slope since 2000. I have established an operational advisory
board that is composed of 15 of our most senior business leaders in the
United States, who will advise me on safety operational integrity and
compliance. I am in the process of recruiting an external advisory board
to assist and advise me in the monitoring of BP’s U.S. businesses with
particular focus on safety, operational integrity, compliance and ethics. |
am building an internal team of experts who will be employed to look at
safety, process safety, operational integrity and compliance and ethics. I
continue to meet with our employees to reinforce our expectations of
them to ensure that BP operations are safe, to remind they have a
responsibility and a right to shut down any process they feel is unsafe,
and that I encourage them to raise concerns of anything that has to do
with safety and environmental integrity.

I am personally committed to rebuilding the public’s confidence in
BP America. 1 have the full support of our Chief Executive, John
Browne, our executive leadership and the entire BP group. I have been
given all the authority necessary to accomplish this task. Bringing our
operations to the level of excellence you expect and we demand is going
to take time.

If the subcommittee would like, I would be happy to report back in 6
months and periodically thereafter to indicate to you the progress that we
are making, and we will participate and cooperate with you in an open
and honest fashion. Thank you, Mr. Chairman.

[The prepared statement of Robert A. Malone follows:]
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PREPARED STATEMENT OF ROBERT A. MALONE, CHAIRMAN AND PRESIDENT, BP AMERICA,
INc.

My name is Bob Malone and | am Chairman and President of BP America inc. BP
America is the U.S. holding company for all subsidiary companies operating in the
United States. BP America, through its subsidiaries employs more than 36,000
people and produces 666,000 barrels of crude oil and 2.7 billion cubic feet of natural
gas per day. We operate five refineries that process nearly 1.5 million barrels a day
of crude oil, and a system of pipelines and terminals throughout the United States
that supply over 70 million gallons per day of gasoline and distillate fuels to

customers in 35 states.

BP Exploration Alaska (BPXA) is the operator of the largest oil field in North
America — Prudhoe Bay on Alaska’s North Slope. Our charge is to operate this field
in a safe, efficient and environmentally responsible way for the benefit of the State
of Alaska, our business partners, our customers, our employees and our
shareholders. The public’s faith in BP has been tested recently by corrosion
discovered in the pipeline oil transit system that conveys processed crude oil from
the North Slope gathering centers to Alaska’s Trans Alaska Pipeline System

(TAPS).

9/5/2006 11:04:35 AM
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While we would never wish to lose the confidence of the American public, we

have fallen short of the high standards we hold for ourselves, and the expectations that
others have for us. | commit that BP America will work closely with the State of Alaska,

our employees, our regulators and Congress to take the necessary steps to ensure that

you can have confidence in BP.

Steve Marshall, President of BP Exploration, Alaska has submitted comments regarding
the operational incident at Prudhoe Bay. In the pages that follow, | will discuss several
other operational challenges BP has experienced over the last 18 months and address
many of the questions members of the Committee, regulators and others have raised.
Most importantly, | will outline the steps that BP has taken or is committed to
undertaking to address these challenges and enhance the public’s confidence in our

company.

Employee Concerns

As soon as | was named head of BP America in July 2008, | took a tour — to find out
what our people were séying in the field. | visited facilities and offices across America
from Alaska to Texas with many stops in between. | can tell you that the solution to
many issues that BP America faces rests right at home — with those who are our BP

employees.

I made it clear that they had three obligations —

9/5/2006 11:04:35 AM
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o Workers must feel that operations are safe and the integrity of our infrastructure

is sound at our facilities

o It they don’t feel safe or if process integrity is in question — they have the

authority to shut operations down
o Workers must feel comfortable raising concerns

I know that BP has processes in place to address employee concerns. People can
raise concerns through line management, they can raise concerns through our safety
committees, and they can call in to a world wide anonymous hot line. Alaska has had
its own hotline for worker concerns. We believe, in fact, that most of the concerns have
been raised through one or more of these systems. The problem has not been in

workers raising concerns — sometimes it's been our responsiveness.

In recognizing that the current situation may not provide complete assurance — | have

created a new position of Ombudsman, reporting directly to me.

This new person will provide an independent team to assess and to bring to resolution
any safety-related operational concerns raised to his office. | expect this individual will
call them as he sees them. This is critical, as workers are going to speak out. We

encourage it.

The new ombudsman will initiate a full review of all the worker allegations that have
been raised on the North Slope since the acquisition of ARCO in 2000. | have asked
that these concerns be reviewed to determine if the problems have been addressed and

rectified to BP’s standard, with appropriate feedback to the worker.

9/5/2006 11:04:35 AM
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BP America is committed to finding out about and acting on operational and other
issues. This is why we have created the new Ombudsman role to help facilitate this

information gathering and exchange.
Supply/Price and Consumer Impacts

Upon the August 6, 2006 announcement that BPXA intended to shut down the
Prudhoe Bay field, concerns were expressed about the impact this decision would
have on crude supplies and prices to the West Coast. Early estimates that the
entire production from Prudhoe Bay of approximately 400,000 barrels/day would be
shut-in proved wrong. Extensive ultrasonic testing of the western oil transit lines
provided BPXA with sufficient data to determine that production in the Western
Operating Area could continue in a safe and environmentally responsible manner.
The loss of crude shipments to the Trans Alaska Pipeline was thus limited to

roughly 200,000 barrels per day.

In light of this supply gap, many policymakers voiced concerns that West Coast refiners
would be unable to find alternative sources of crude to keep their refineries operating
and the gasoline market supplied. At the time of the incident, West Coast inventory
levels for both crude and products were seasonally high, near record levels in some

cases.

On news of the curtailment in production, BP and others in the Industry made moves to
source incremental barrels from alternative sources including West Africa (WAF), the

Middle East and South America (see Exhibit 1). BP's activity was focused largely on

4
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meeting the crude oil and refined product demands of our refineries and customers. To
this end, BP has secured an incremental 3.5 Million barrels of crude oil for delivery to

the West Coast in September and October.

The company has also agreed to take steps that will ensure the continued flow of oil to
both Flint Hills Resources and Petro Star refineries in Alaska which depend on North

Slope oil for their operations.

How have these incremental supplies impacted the price structure of the West Coast
markets? As shown in Exhibits 2 and 3 the market reaction was relatively benign over
the period due to the availability of alternative crude and product supplies. The few
impacts that have been seen in the product markets were largely the result of local
refinery issues rather than disruption in Alaska crude deliveries (Exhibit 4).
Nevertheless, in the two weeks after the incident both crude and product prices were

lower than the levels of August 6.

A few people have alleged that BP engineered the shutdown of Prudhoe Bay as a way
to manipulate prices. | am here to assure you that nothing could be further from the
truth. BPXA took the extraordinary step to shut down production because we saw
unexpectedly severe corrosion that couldn't be explained and which caused us to
question the condition of other transit lines serving the oil field. We were simply not

willing to risk worker safety or a major oil spill. Further, BP has gone to great lengths to

9/5/2006 11:04:35 AM
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not only guarantee supplies to Alaska refiners but also secure incremental crude for

delivery to the West Coast.

BP’s commitment to ensuring product supply to the market and its customers is not a

new phenomenon. Immediately following Hurricanes Katrina and Rita, BP also took

extraordinary steps to ensure product supplies to the United States. Some of these

activities are listed below:

[e]

Importing more than 29.5 Million barrels of gasoline, diesel and jet fuel for
delivery into markets in the Northeast, Florida and Gulf Coast through October of
2005.

Transporting additional supplies to Florida, where this fuel can then be used in
supply-short areas typically served by the Colonial Pipeline.

Reversing the pipeline on the Texas City marine dock to accept vessel shipments
and deliver product into Colonial pipeline.

Extending supplies by utilizing the adjustments in environmental regulations
(RVP and sulfur) that will help increase the overall supply of gasoline and aid
distribution flexibility. This brought millions of extra barrels into the Midwest,
Northeast and Southeast markets.

Reaching an agreement with DoE to draw, on an exchange basis, up to 2 million
barrels of sweet crude from the Strategic Petroleum Reserve for use in its
Midwestern refineries. BP has drawn down 200,000 barrels of this loan amount.
Additionally in an SPR auction held the week of September 12, we bid for and

won 2.7 million barrels of sweet crude.

9/5/2006 11:04:35 AM
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o Obtaining a Jones Act Waiver to enable a foreign flag vessel to shuttle crude oil
from a platform to onshore facilities. This action enables an additional 50k BOPD

and 200 MSCF of gas per day to be delivered to our US system.

BP America will continue to play an active role in securing the crude and product
supplies necessary to meet our refinery and customer demands. The market has
shown great resiliency in its ability to quickly respond to supply disruptions and thus
minimize impacts to the consumer. BP America is confident that market dynamics will

successfully meet West Coast needs until full production is restored in Prudhoe Bay.
Other Matters

Over the last 18 months, BP America has also experienced several other incidents

about which | would like to briefly comment.

In Texas City, a March 2005 explosion at one of our facilities was the greatest tragedy
ever experienced by the BP family. The harm it caused and the lessons learned from it
will never be forgotten. In the aftermath of this tragedy we made and continue to make
making significant changes in our approach to process safety and in the way we
operate and monitor operations at Texas City and our other US refining facilities. We
are committed to attaining the highest levels of safety, reliability and environmental

performance.

BP has publicly accepted responsibility for the March 23™ explosion and for the

management system failures and employee mistakes which contributed to or caused it.

9/5/2006 11:04:35 AM
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Immediately following the incident, BP Products North America (BPPNA), the subsidiary
that owns the US refining assets, promised to fully investigate the explosion, make
public the findings of its investigation and take action to prevent a recurrence. The
company also promised its full cooperation to government agencies investigating the
incident and said it would assist workers and families harmed by the company’s

mistakes.

BP has fully cooperated with the U.S. Chemical Safety and Hazard Investigation Board
(CSB), the U.S. Environmental Protection Agency and the Texas Commission on

Environmental Quality regarding their investigations of the Texas City explosion.

On the recommendation of the CSB, BP has voluntarily appointed an independent panel
to assess and make recommendations for improvement of process safety management
and safety culture at the company’s five U.S. refineries. Former U.S. Secretary of State
James A. Baker, lil is chairman of the panel. The panel has visited each of BPPNA’s
five US refineries in Texas City, TX; Carson, CA and Whiting, IN, Oregon (Toledo), OH
and Cherry Point, WA. BPPNA looks forward to receiving the Panel’s final report and

improvement recommendations later this year.
BP has put a new management team in place at Texas City, simplified the organization,

improved communication, clarified roles and responsibilities and taken steps to update

and verify compliance with procedures.

9/5/2006 11:04:35 AM
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BP expects to invest an estimated additional $1 billion to improve and maintain the

Texas City site over the next five years.

BP operations and maintenance personnel have reviewed and updated operating and
maintenance procedures and received training on process safety management, hazard
recognition, process control, process trouble shooting and control of work. Site
employees have completed over 300,000 man hours of operational and process safety

related training since March 23, 2005.

The company has set aside $1.2 billion to compensate victims of the explosion and has
worked to resolve claims arising from the incident without the need for lengthy litigation.
Settlements have been achieved with nearly all family members of every worker who
died. The company has also agreed to compensation with more than 500 injured

workers.

The Thunder Horse platform is the largest semi-submersible oil production platform in
the world, at 130,000 tons displacement, and is designed to process 250,000 barrels of
oil and 200 million cubic feet of natural gas per day. The Thunder Horse field is located
in 6000 ft. of water and involves extremely challenging high pressure and high
temperature hydrocarbon reservoirs. Much of the technology being utilized on the
project is industry-first involving new metallurgy, new engineering designs and ‘serial
number one’ equipment. Thunder Horse is operated by BP, with a 75 percent working

interest. ExxonMobil owns the remaining 25 percent interest.

9/5/2006 11:04:35 AM
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In April 2005, the platform was towed to its location in Mississippi Canyon Block 778 in

the deepwater Gulf of Mexico, 150 miles southeast of New Orleans.

Upon the approach of Hurricane Dennis in July 2005, all personnel evacuated the
Thunder Horse platform in conformance with standard BP safety procedures. Following
passage of the storm, the Coast Guard Marine Safety Unit Morgan City was notified that

the Thunder Horse platform was listing.

A BP investigation was begun to determine the cause of the stability imbalance that saw
the Thunder Horse platform list to port at an estimated 20 degrees. The U.S. Coast
Guard and the Department of the Interior's Minerals Management Service also opened
a joint investigation to determine the cause of the listing and their investigation is

continuing. BP is cooperating fully with this investigation.

On August 1, 2006, the Thunder Horse platform completed major repairs and was
declared ready for the introduction of hydrocarbons. This massive undertaking was

completed on schedule and safely, with zero days away from work cases.

Some of BP's U.S. Trading operations have come under scrutiny by federal regulators.
BP is cooperating with the Commodity Futures Trading Commission and the
Department of Justice in their investigations by providing responsive documents, data

and witness testimony.

9/5/2006 11:04:35 AM
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BP has initiated a review by independent external auditors of the compliance systems in
its US trading business. The auditors will examine the design of the trading
organization, delegations of authority, standards and guidelines, resources and the
effectiveness of control and compliance. The results of the review will be shared with
relevant US regulatory authorities and the auditors’ recommendations will be acted

upon by BP.

Some policymakers and regulators have begun to question whether these operational
problems at BP are symptoms of a systemic problem. Clearly, BP has had its share of
issues from which we’ve taken important learnings. ! believe BP is, overall, a well-
managed company with a solid long-term record. We recognize that there has been a
series of troubling problems that are unacceptable to us and contrary to our values. We

want to understand why they have occurred and do whatever it takes to set them right.

| don't believe in bad luck. We need to understand these issues and then translate the

lessons we learn across all of our operations.
Conclusion

For many, the shine has come off of BP over the last year as we have stumbled
operationally. Some have questioned our environmental credentials while others have
accused BP of profiteering at the expense of employee safety. BP holds itself to a

higher standard and consequently expects the scrutiny that comes when we fall. Part of

11
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my job as Chairman and President of BP America is to ensure that the standards we

have set are met. My commitment is to make it happen.

In response to the specific challenges that we have faced in the US, BP has announced

several specific actions that it will be taking. These include:

o US refining — a major increase in expenditure on refining maintenance,
turnarounds, inspections and staff training and the upgrade of our process safety
management system.

o Alaska — major additional investment in pipeline integrity.

o Trading — a detailed review by independent external auditors of the compliance
system in the US trading business.

o Organization — the creation of a new outside advisory board to assist and advise

BP America Inc.

As this critical work unfolds, BP won't lose sight of the opportunities to create a different
kind of company. We will continue to invest in emerging technologies like hydrogen,
wind, solar and biofuels. Because it is only in doing so that BP can aspire to be an
energy company for the 21% century. We will also continue our work on important policy
issues of the day such as climate change and offer our expertise and ideas as options

are formulated.

12
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| was sent to the US by our Group CEO, John Browne, with some advice and a set of
principles that will guide me and our work in the US. He says the real measure of a

great company is not the absence of challenges but how they are dealt with.
| commit to members of Congress that | have been given the authority, the resources

and the people to assure you that BP America will overcome and ultimately be

strengthened by this challenge.

9/5/2006 11:04:35 AM
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EXHIBIT 1

Estimated West Coast Crude Oil Balance {}bp
(Sep-Oct 2006) in MBPD

Total & Preexisting Flows in Blue, Changes & New Rows in Red

Source: BP Internal Analysis
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EXHIBIT 2

~ Crude prices
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EXHIBIT 3

“ Gasoline Prices
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Exhibit 4
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MR. WALDEN. Mr. Malone, thank you for your testimony today.
We look forward to discussing this issue more with you as we open up

into questions in a few moments.
Mr. Marshall, welcome. We are delighted to have you with us today

and we look forward to your comments on this issue.
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MR. MARSHALL. Mr. Chairman, members of the subcommittee,
thank you for the opportunity to be here today. I am Steve Marshall,
President of BP Exploration Alaska.

In the past 6 months, we have had two leaks from the oil transit lines
at Prudhoe Bay. These spills occurred on my watch, and as President, I
am in charge of the overall business in Alaska and the buck stops with
me, and [ commit that I and my team will do everything we can to rectify
this situation, going forward and doing everything to get production back
as quickly and as safely as we can and apply the lessons that we continue
to learn from these two events in our forward programs.

We take very seriously the public trust, the trust of government, our
serious role of protecting the environment. Both spills have been fully
cleaned up. We have received a number, several comments from
external sources about the quality of that cleanup and we believe at this
point there will be no lasting damage to the environment. We won’t
know the exact cause of the spills until we complete the failure analysis
of the pipe, and that work still remains to be done. We did believe we
had a very comprehensive corrosion management system covering over
1,500 miles of oil pipelines, flow lines, gathering lines and transit lines.
Inspections that we did told us time and again that these transit lines
were in good shape. Clearly, in retrospect, since these leaks, it has
clearly identified gaps in our program and we are going to take the
learnings and apply them going forward.

On August 6, the pigging data that we received was very unexpected.
We encountered a 23-barrel leak from a pipeline. Something was
happening to our flow lines which we didn’t understand and we took the
only action we believed we could to prevent the potential of a major spill
in shutting down Prudhoe Bay until we could confirm the integrity of the
remaining lines. Over the next five days we brought in hundreds of
people to complete inspections on the western transit line, sufficient
inspections to give us confidence the line there was in good enough
shape to keep production on, so we never actually shut down the western
side of the line, and today we have in excess of 200,000 barrels a day
producing from the west side and we have heightened surveillance and
contingency plans in place in the remote event of a further incident.

On the east side of the field, we are pursuing two operations. We are
vigorously inspecting the lines. To date we have completed over 4,500
inspections and we are aggressively pursuing bypasses for each of the
facilities to get them into existing lines which are known to be of good
condition. We expect those bypasses to be complete by the end of
October.

Where next? What we believe so far is that the inspections that we
have completed on the west and the east indicate that 10 of 16 miles of
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transit lines are in good condition and we are working with the DOT to
understand whether we can bring back the eastern side of the field in
order to smart pig that operation as soon as possible. A very good
discussion is going on with the DOT in that respect.

So looking ahead, step one, we will pig and smart pig the 10 miles of
remaining transit lines and we will implement routine pigging and smart
pigging going forwards on all of our transit lines. Two, we will
determine the corrosion cause and modify our corrosion management
system going forward. Three, we will include all of BP’s operated transit
lines, all 122 miles of those lines, in the DOT’s PIM program, pipeline
integrity management program. And fourth, we will replace 60 miles of
transit lines at Prudhoe Bay. Fifth, we have already made organizational
changes, added a technical director to define and establish operating
standards and to verify that those standards are indeed being met by the
business.

We have a lot to do but we will get it done, and since 2000, we have
completed many internal and external reviews of our corrosion
management program. We have covered everything from the work
environment to the technical integrity of the program to the integrity of
our data that we use. I rely daily on teams of experts in Alaska to
manage corrosion management, indeed as [ rely on many teams to
manage the entirety of our business in the State.

But it doesn’t stop there. 1 welcome challenge, scrutiny, whether it
comes from government, whether it comes from partners, whether it
comes from external consultants, indeed whether it comes from the
workforce. Having worked on the slope for five years, I know the
importance of getting worker input. It just good business and I take very
seriously any way we can to shine a spotlight on our systems and am
determined to make improvements. We have had State reviews, multiple
internal audits including two reviews by our chief engineer. As we have
gone back on any of those reviews, no one pointed to the east transit
lines as a particular problem. If they had, we would have acted on it.

I deeply regret this situation occurring on my watch after five years.
Everyone has talked about the importance of this. I regret it very deeply.
I am determined to do what we can to get production back safely, quickly
and efficiently. Thank you.

[The prepared statement of Steve Marshall follows:]
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PREPARED STATEMENT OF STEVE MARSHALL, PRESIDENT, BP EXPLORATION ALASKA, INC.

My name is Steve Marshall and | am President of BP Exploration (Alaska)
Inc. (BPXA). BPXA is the operator of the largest oil field in North America —

Prudhoe Bay on Alaska’s North Slope.

I will discuss BPXA's Prudhoe Bay oil field operations and the actions taken
on August 6th to begin the orderly shutdown of Prudhoe Bay - a decision |
believe was our only option in order to avoid the risk of an oil spill. 1 will also
present some background material on the corrosion prevention programs in

the field.

Prudhoe Bay

The Prudhoe Bay field is located 650 miles north of Anchorage and 400 miles
north of Fairbanks. It is 1200 miles from the North Pole and 250 miles north
of the Arctic Circle. Pump Station 1, the beginning of the Trans Alaska
Pipeline System (TAPS), is located within the perimeter of the Prudhoe Bay
field. For additional detail on Prudhoe Bay operations please refer to Exhibit

1 in the appendix.
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Prior to 2000 the Prudhoe Bay field comprised the East Operating Area,
operated by Atlantic Richfield Company (ARCO), and the West Operating
Area, operated by BPXA. Upon acquisition of ARCO by BP, BPXA became
the sole operator of Greater Prudhoe Bay. Although BPXA operates the field,
a total of nine companies have a so-called “working interest” in the field
leases. The costs and production are shared amongst the working interest

owners, according to their ownership.

In March of 2006, BPXA discovered a leak along the GC-21 line in the
Western Operating Area (Exhibit 2). This is a 34” line that carries sales
quality crude oil to a central gathering center for ultimate delivery into TAPS
at pump station 1. The leak was approximately 5,000 barrels, the largest spill
ever on the Alaskan North Slope. Shortly thereafter, the U.S. Department of
Transportation (DOT) issued a Corrective Action Order (CAO) to BPXA
ordering it to perform “smart pig” tests along with other inspection methods
along both the Western and Eastern Oil Transit Lines (OTLs). There were a
number of complex technical issues to resolve before the tests could be
conducted, including developing a solution for managing the solids generated

during the pigging operation.

BPXA began pigging operations along the Lisburne OTL in June. In-Line
Inspection (ILI) of the Lisburne OTL showed good results and affirmed our
confidence that the lines where fit for service. BPXA began pigging
operations along the Eastern OTL in early July. Analyses of these “smart pig”

inspections were received on Friday, August 4 and indicated 16 significant

-2-
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anomalies at 12 different locations along a segment of the Eastern OTL.
BPXA began immediate physical and ultrasonic testing of these anomalies
and verified the presence of additional corrosion. BPXA's inspections also
revealed insulation staining along a segment of the Eastern OTL. With the
knowledge of these results, BPXA immediately shut down production at Flow
Station 2 as a precautionary measure and BPXA technicians subsequently
discovered a small leak after close visual inspection along the FS-2 to FS-1

pipeline segment.

The smart pig results along the Eastern OTL were unexpected. Because the

exact cause of the corrosion mechanism was unknown, BPXA was concerned
over the condition of the Western OTL. Thus, BPXA took the prudent step on
the morning of August 6 of announcing our intent to systematically shut-down
both sides of the Prudhoe Bay field until existing inspection data could be

further assessed and verified with follow up inspections.

Some have questioned whether BPXA made a rash decision to shut down the
field over a small leak. To me, as President of BPXA, the decision to shut-
down was a reaffirmation of BP’s values and was the responsible thing to do.

We took this step to prevent a potential release from occurring.

In light of these incidents, many have alleged that BPXA’s inspection and
maintenance program was inadequate. Given our almost 30 year
performance history and our existing programs, we believed we had an

effective corrosion management program in place. Clearly, recent events
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have shown that our program did not detect the type of pitting corrosion
identified here. We are examining and analyzing this data closely to ensure

that we apply this learning to improve our program.

BP Corrosion Prevention Program for the North Slope

Corrosion is the natural degradation of a material like steel pipe that results
from a reaction with its environment. While corrosion cannot be eliminated, it
can be effectively managed through a combination of monitoring and
mitigation treatments. The goal of corrosion mitigation programs is to control

corrosion rates to acceptable levels.

Corrosion rates are not static, however, and they can increase or decrease
depending on fluid properties or changes in conditions that affect the efficacy
of corrosion inhibitors. For that reason, locations that are prone to corrosion
damage, or where damage has been identified, are inspected as often as

every three to six months.

BPXA uses pigging, ultrasonic testing (UT), visual inspections, corrosion
inhibitors and other techniques as appropriate for each individual oil field’s
characteristics. We employ a risk-based management program whereby
resources/activities are concentrated in areas where corrosion is expected to
occur. Exhibits 3 and 4 describe the operations of a gathering center in
producing, separating and pumping oil and show a graphical representation

of a producing field.



62

BPXA'’s program was designed to control corrosion, extending the useful life
of valuable North Slope infrastructure. The 2006 annual budget for BPXA’s
corrosion monitoring and mitigation program is $74 million, an increase of 15
percent from 2005, and 80% from 2001. As Exhibit 5 demonstrates, corrosion
management "spend” has increased significantly over the last 5 years despite

the reduction in Prudhoe Bay production volumes.

Inhibition

A key element of the program is widespread continuous inhibitor injection. In
short, the best way to address corrosion is to prevent it from happening in the
first place. Our commitment to effectively managing corrosion on the North
Slope is reflected in our corrosion inhibitor injection rates. Exhibit 6 is a
diagram of the inhibitor concentrations and the corresponding corrosion rates

achieved as measured by corrosion coupons.

We continuously monitor the effectiveness of the inhibition programs with
corrosion coupons and electrical resistance (ER) probes. The ER probes take
readings every 4 hours of the corrosion potential of the fluids and allow us to
make adjustments to corrosion inhibitor injection rates on a weekly basis.

Exhibit 7 is a typical configuration of a corrosion coupon and ER probe.

We have not been satisfied with simply maintaining the status quo. We
conduct an on-going and very active inhibitor research program outlined in

Exhibit 8.

Monitoring and Inspections
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BP’s North Slope pipeline monitoring and inspection program incorporates
combinations of ultrasonic, radiographic, magnetic flux, guided wave and
electromagnetic inspection techniques. Ultrasonic and radiographic testing
are used as an indicator to trigger further action and is sound for pipelines

that are accessible above-ground.

BPXA'’s overall annual inspection program consists of conducting inspections
at about 100,000 locations on pipelines in Prudhoe Bay. Of these
inspections, approximately 60,000 are for internal corrosion inspection and

approximately 40,000 are for external corrosion inspection.

BPXA runs approximately 370 maintenance pigs per year on the North Siope.
In addition, we utilize coupon monitoring, smart pigging, leak detection
systems and surveillance by personnel to provide integrity assurance and
maintain safe operations (See Exhibit 9 for detail regarding pigging

operations).

Lines are pigged in Prudhoe Bay either because of mechanical issues or
because corrosion monitoring suggests it. The frequency of pigging is
specific to each pipeline and varies significantly across the North Slope and
the industry. For example, the Northstar oil pipeline is pigged every two

weeks to prevent paraffin buildup.

Another technology is ultrasonic testing (UT) which involves the use of a high
frequency sound wave to produce a precise measurement of the thickness of

a material. Our UT inspections are not simply one reading at one location on

-6-
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the pipe. Rather, they are an inspection of the full circumference of the pipe
over a one foot length. So when we count one UT inspection, it is really
hundreds of individual readings at one location. The technology is a proven

diagnostic tool routinely used for corrosion monitoring.

We also use corrosion coupons (see Exhibit 7) throughout our operations in
order to obtain additional information about any corrosive conditions that
might exist in our systems that escaped other inhibition and monitoring
programs. The majority of our coupons are read on a three to four month

basis.

Important components of pipeline inspections also include regular visual
inspections and the use of Forward Looking Infrared (FLIR) devices. FLIR
technology is used to spot heat signatures of crude oil and is especially

useful during winter months.

Mitigation of Corrosion

In the design of pipelines, many corrosion mitigation methods are considered.
The selection of material from which to manufacture pipe, such as corrosion
resistant alloys like stainless or low carbon steel, is one consideration.
Another option is the use of various coatings and linings that provide

pipelines protection against corrosive agents.

Technology used to protect metal structures from corrosion includes cathodic

protection, a technique that is usually used in buried pipelines and takes
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advantage of electrochemical properties that reduces a metal structure’s

corrosion potential.

Mitigation also involves the application of corrosion inhibitors and biocides in
conjunction with preventative maintenance such as pigging and physical

repair of external damage.

External corrosion is mitigated by removal of the source for the water, drying,
cleaning and buffing of the damage area and application of new insulation
and/or coatings. If external corrosion limits the integrity of the pipeline, then
repair techniques are used such as sleeves, clock springs, clamps and or

composite wraps.

If the programs are so good, what happened?

The recent leaks were on the oil transit lines, which are the last step in the
process before TAPS. By this point, the major corrosion battles have already
been fought. General corrosion and pitting in the OTLs were monitored by
corrosion coupons on a quarterly basis, and have consistently shown very
low corrosive conditions in these lines, always below the BP targeted wall
thickness loss of less than .002 inches per year. Exhibit 10 shows coupon
results in the OTLs. In spite of their low corrosivity, the OTLs were included
in our on-going UT monitoring program. Monitoring results were confirmed
annually, and have consistently revealed corrosion to be under control on

these lines.
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It has been frequently reported that BPXA didn't perform in-line inspections
(IL) on these lines, and that if we had, this problem would have been
prevented. In fact, the March 2006 pipeline failure occurred on the WOA line,
which had been pigged in both 1990 and 1998. These inspections did not

identify a corrosion mechanism at work.

The first indication of a change in conditions came from our corrosion
monitoring program in the facilities upstream of the WOA OTLs. An increase
in facility corrosion upstream of the WOA OTLs, while not alarming, caused
us to perform additional UT inspections of the OTLs. The results of these
inspections led us to schedule another ILI of the WOA OTL for mid- 2006.

Unfortunately, the March release occurred before that pig run was conducted.

It has been misreported that the OTLs have wide-spread corrosion. In fact,
no evidence of general corrosion (i.e. wall loss throughout the pipe) along the
OTLs has been found. If there was, it would have been quickly detected by
our monitoring programs. Instead, the OTLs have widely spaced, mostly
isolated dime-sized pits about 5 to 10 feet apart. The corrosion is more
serious on the upstream segments of these lines, which have the lowest flow

velocities.

Why wasn't the pitting corrosion detected by BP’s monitoring program? BP
had an active inspection program for these lines, but the isolated pits were

too widely spaced to be detected by that program. For example, there was
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an inspection site adjacent to the site where a leak occurred. The inspection

did not detect any corrosion — just a few feet away from a pit.

We initially believed that the corrosion along the WOA had developed due to
certain operational changes in the WOA, and that the EOA was not similarly
affected. Our initial inspections of the EOA line appeared to confirm this.
However, these conclusions were premature and made before the latest
inspections were completed. The in-line inspection of the EOA OTL revealed
that the pattern of corrosion damage is similar in both the EOA and WOA,

although the precise corrosion mechanism remains under study.

Coffman Report

In the last few days, mention has been made of the annual reports that have
been submitted by an engineering firm, Coffman, which reviewed BPXA's
inspection and maintenance program on behalf of the State of Alaska and
found several deficiencies in BPXA's program. The implication is that if these
deficiencies had been addressed, then the recent pipeline incidents would

have been prevented.

Previous Coffman reports have noted there were isolated pockets of
accelerated corrosion in BPXA’s North Slope infrastructure. Notably, Coffman
also stated those problem areas were discovered during the regular course of

inspection. Excerpts from recent Coffman reports are shown below:

o The 2003 report states: “From a global perspective of oil and gas

production, Greater Prudhoe Bay (GPB) and related facilities have an

-10-
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aggressively managed corrosion control program. This suggests an
adequate long-term commitment to preserving facilities for future
production and sensitivity to environmental consequences.”

o The 2004 report credits BP with transparency and candor, and for
maintaining a corrosion program in which there is no “acceptable” risk. it
said BP's program “is effective and exceeds common industry practice,”
and that “Corrosion in most of the pipeline system has been reduced to a

negligible level.”

When discussing internal corrosion on oil lines, the Coffman reports focus
attention on the “production system” of well lines and flow lines, the “three-
phase” lines that carry a mix of oil, water and gas. These are the lines where
corrosion is more of a known threat than in the transit lines that carry
“processed oil”. Coffman does not specifically discuss the oil transit lines in

any of its reports.

Thus, while there were areas in Coffman’s reports recommending additional
inspection and maintenance activities, on balance they offered support for the

efficacy of BPXA's corrosion management program.
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Path Forward

BPXA'’s incident analysis is underway, but we have already taken steps to
characterize the problem and assess the integrity of all the OTL lines. This
information has been submitted to the Office of Pipeline Safety (OPS), whose
staff is currently reviewing it. We also have outside experts who are
reviewing the data and who will provide independent opinions about its

adequacy.

We have been working in cooperation with OPS to ensure the safety and
integrity of these systems. We pledge to continue working in cooperation
with DOT and other interested stakeholders to ensure that these lines, and all
our pipeline operations on the North Slope, are operated to a high standard of

operational excellence.

Now we must focus our attention on the future — and what we will do to
mitigate the risk of future leaks occurring in these oil transit lines. We have

committed to undertake seven key actions:

First - Run an in- line inspection tool in each of the Prudhoe Bay Oil

Transit Lines that are returned to service.

Second - Confirm through testing the exact corrosion mechanism that

caused this problem and modify our mitigation programs accordingly.

-12-
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Third - Implement maintenance pigging in all Oil Transit Lines.

Fourth - Include all BP operated Qil Transit Lines on the North Slope
into DOT’s Pipeline Integrity Management Program. This will cover all

122 miles of BP Qil Transit Lines in Alaska.

Fifth - Replace 16 miles of WOA / EOA oil transit lines; regardiess of in
line inspections outcome, in order to ensure velocity rates are

acceptable. The estimated cost of this is in excess of $150 million.

Sixth - The organizational structure has been changed with the addition
of a Technical Director to provide independent assurance of our

integrity management efforts.

Seventh - Spending on Prudhoe Bay major maintenance will increase
to $195 million in 2007, a nearly four fold increase from 2004 spending

levels.

In addition to these physical changes we remain committed to work

collaboratively and proactively with the DOT and State regulators.

Business Resumption Plan

-13-
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Western Operating Area

BPXA has conducted more than 4,876 UT tests of the Western Operating
Area OTLs subsequent to the August 6th announcement. These subsequent
inspection results have not indicated any wall thickness loss greater than
36%. In addition, BPXA has begun a surveillance effort that includes daily
over-flights using infrared cameras, as well as the use of hand-held infrared
cameras on the ground. The cameras can detect small leaks by sensing
changes in pipeline surface temperatures. Two vehicles with spill response
equipment and carrying observers with infra-red leak detection equipment are
patrolling the line 24 hours a day. They will be teamed with pipeline walkers

who will visually inspect the line 10 times a day.

Ongoing UT inspections have slowed in recent days due to the detection of
asbestos fibers in the mastic used to secure the pipeline insulation.
Additional tests are being conducted to determine what (if any) additional
protective measures need to be put in place to enable employees to continue

to perform insulation removal.

Production had been reduced by 90,000 barrels/day due to a compressor
malfunction in GC-2. Replacement of the compressor was completed on
Sunday, August 27 and production in the WOA has been restored to

approximately 220,000 barrels/day.

Eastern Operating Area

-14-
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Work continues on removal of insulation from pipe; line inspections and
testing are underway. We are averaging 200 to 300 inspections per day.

About 160 workers are dedicated to this inspection effort.

We are currently inspecting the 34” segment that runs from FS-1 to Skid 50
(see Exhibit 2). If the inspection results show that the line has integrity, we
will request permission to re-start that line from the DOT. We are currently
working through a process with DOT to make that request once we can

provide assurance that the line can be safely re-started and pigged.

This will allow resumption of partial production from Flow stations 1 and 3.
After re-start, these line segments will need to be inspected with a smart pig
to meet requirements imposed by the DOT. If inspection results indicate that
the remaining EOA OTLs are not fit for service, then by-pass options will be

completed as soon as practicable.

Regarding the leak along the FS-2 transit line, the estimated 23 barrels of oil
spilled has been cleaned up. The line currently holds about 13,000 barrels of
crude. Metal sleeves have been installed on those sections of the transit line
with severe corrosion. BPXA has submitted a plan to the U.S. Department of

Transportation for de-oiling this segment of line.

Concurrent with our inspection activities, by-pass options are being pursued
to restore as much production as possible in an environmentally safe manner.
The focus is largely on the EOA and includes new options to divert production

from each of the existing Flow Stations to Skid 50 (see Exhibit 2).
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o The production from FS-2 is being engineered to route to the Endicott
production line through new piping.

o The production from FS-1 is being engineered to route to the Endicott
production line through new piping.

o The production from FS-3 is being engineered to route through Drill Site

15 and then to a jumper into the Lisburne OTL.

Work on these options will be completed by the end of October.

All of this work is taking place as BPXA prepares for ultimate replacement of
the 16 miles of WOA/EOA oil transit lines. Sixteen miles of pipe has been
ordered and is expected on the slope during the fourth quarter. We are

hopeful that work can be completed during the winter construction season.

At this point, we do not have a schedule for restoring all or a portion of EOA

production and can’t speculate on how long it's going to take.

While many of the circumstances surrounding the incidents at Prudhoe Bay
are known there is much more that needs to be done to fully understand the
corrosion mechanism we experienced. These results will be known in due
course and will be shared in a fully transparent way. In the meantime, BPXA
is committed to restoring full production to the EOA as soon as we are

confident it can be done in a safe and environmentally responsible way.

New Pipeline Safety Regulations

-16-
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Historically, certain pipelines that operate at low stress were exempt from
U.S. DOT oversight. This exemption applied to onshare pipelines such as oil

transit lines on the Alaskan North Slope.

However, since the March 2, 2006 spill from BP’s Western OTL (a low-stress
system), DOT has proposed a rule to revise the low-stress exemption. Upon
completion of its rulemaking process, it is likely that any low-stress pipeline
that is in an environmental high consequence area will become a regulated
pipeline under DOT jurisdiction. These proposed regulatory changes are

strongly supported by BP.

Employee Concerns

I'd like to now turn to a final point about a related subject, that of employee
concerns. A number of people have raised questions and concerns about our
corrosion inspection, monitoring and prevention program. Sometimes these
concerns have been voiced inside the company. Sometimes, they have been

taken to regulators or to the media.

| view every employee concern as an opportunity to address a problem. |
don'’t care how or with whom they are raised. | just want to know about them.
We need the input of our workers to continuously improve and be the best

business we can be.

BP feels the same way. Harassment, intimidation, retaliation and
discrimination against workers who raise concerns are not tolerated within

BP.

-17-
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We have a number of channels through which workers can raise concerns. In
addition to just the normal line management channels, we have employee-run
safety committees, we have a worldwide anonymous program called Open
Talk, and in Alaska we have other, confidential methods for employees to
communicate workplace concerns. As you have just heard, BP America has
made the decision to add an ombudsman reporting to Bob Malone with
specific emphasis on Alaska issues. We also track employee satisfaction and
concerns via a People Assurance Survey conducted annually. The results
from the 2006 survey indicate a 13% improvement year over year for our

Slope-based workforce.

BP has a track record of acting on employee concerns. Over the last several
years employee safety committees have raised, and we have jointly
addressed over 600 safety concerns. They range from the quality of vehicle
headlights to challenging whether the injection of fluids into disposal wells

was appropriate.

More importantly, BP has investigated and addressed concerns raised about

our corrosion inspection, monitoring and inspection program.

During the summer of 2002 a BP employee received two anonymous calls
alleging falsification of corrosion inspection reports by a handful of contract
workers. BP brought in an outside firm, audited the work performed on the

program year-to-date, and determined that a small percentage of inspections

218 -
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had indeed been falsified. The investigation also called into question our

inspection contractor's quality assurance program.

Our inspection contractor dismissed the workers responsible for falsifying
inspection reports and three months later, when the inspection contract was

up for renewal, we brought in a new company to do this work.

As another example, in 2004, after receiving allegations of harassment,
intimidation and retaliation by a BP corrosion program manager we brought in
an outside law firm, Vinson and Elkins (V&E) to conduct an investigation.
Vinson and Elkins found evidence of intimidating behavior that had made

some corrosion workers reluctant to raise health and safety concerns.

We acted on the recommendation of V&E and transferred the manager in

question outside Alaska into a technical consulting role.

When the company received non-specific allegations that cost cutting and
deficiencies in the corrosion program were going to lead to a major incident
on the North Slope, the BP Group sent John Baxter, BP Group chief engineer
and several technical experts from outside Alaska to assess the overall
quality of the program. Their review assessed the process, procedures and
controls in sufficient detail to validate the results of the program with specific

focus on areas thought to be encompassed by the allegations.

The top line finding of the “Baxter” audit was “BPXA has an adequate

corrosion management system which to some extent may be overly detailed,
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but the extent, complexity and ageing state of the pipe work will always

create the potential for leaks.”

Again, this audit is an example of BP receiving concerns and investigating
them. It resulted in recommendations for improving the program that have

been or which are still being implemented.

When concerns were raised about whether BPXA had inappropriately
influenced edits made in an Alaska state review of the company’s corrosion
management program, BP again brought in an outside law firm to investigate.
The investigation found no evidence of improper behavior on the part of the

company or its employees.

Bob Malone has announced today that he plans to review how the company
has handled every employee concern raised in Alaska since the ARCO

acquisition was completed in 2000.

| welcome the inquiry. | see it as a way to improve an important aspect of

how we operate our business.

Conclusion

In closing Mr. Chairman, since March, we identified an unexpected gap in our
corrosion control program, and we will correct it. In the future, we will have a
better system to protect our pipelines and we have already gained important

new operating knowledge.
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| deeply regret the problems caused by the situation we discovered. But we

will emerge stronger and more knowledgeable as a result of this challenge.
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Fact Sheet

79

Background
The Prudhoe Bay field is the largest field
in North America and the 18th lacgest
field ever discovered worldwide. Of the
25 billion barrels of original oil in place,
more than 13 billion barrels can be

d with current technol

Prudhoe Bay field was discovered on
March 12, 1968, by ARCO and Exxon
with the drilling of the Prudhoe Bay State
#1 well. A confirmation well was drilled
by BP Exploration in 1969. The next 8
years saw frenetic activity as ARCO. BP,
Exxon, and other companies with lease
holdings in the vicinity worked to
delineate the reservoir, resolve equity
participation, and put together an initial
infrastructure. Prudhoe Bay came on
stream in June 20, 1977, rapidly
increasing production until the ficld's
maximum rate was reached in 1979 at 1.5
million barrels per day. This rate was
maintained until early 1989, and is
currently declining by 10% per year.
Production totaled approximately 475,000
barrels per day on January 1, 2004. More
than 10 billion basrels have already been
produced.

Prior to 2000 the Prudhoe Bay field was

ised of the East Operating Area,
operated by ARCO, and the West
Operating Area, operated by BP
Explorati Upon isition of ARCO
by BP and sale of ARCO Alaska assets to
Phillips Petroleum., the two operating
areas were consolidated and BP became
the sole operator of Greater Prudhoe Bay.
Although BP operates the field, a total of
nine companics have an interest in the
field leases. The profits and costs are
shared amongst the owners, according to
their ownership.

Ownership

BP Exploration (Operator), 26%
ConocoPhillips Alaska Inc., 36%
ExxonMobil, 36%

Others, 2%

Source:
Page: 1

Prudhoe Bay

Location

The Prudhoe Bay field is located 650 miles north of Anchorage and 400 miles
north of Fairbanks. It is 1200 miles from the North Pole and 250 miles north
of the Asctic Circle. Pump Station 1, the beginning of the Trans Alaska
Pipeline, is located with in the perimeter of the Prudhoe Bay ficld.

Revised: August 06
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EXHIBIT 1 (page 2)

Geologic Features

The Prudhoe Bay field, like many oil
fields, consists of layers of porous rock
that contain gas, oil, and water. The
water, being the heaviest, lies in the lower
rock layers of the field. The ol lies above
the water, and the gas rests atop the oil.
The oil, gas, and water are held in the
Prudhoe Bay field by changes in the rock
type (stratigraphy) and by the tilt and
faulting of the rock layers. Sandstones are
porous and allow the fields’ fluids to flow
through them. Shales, however, act as
barriers to fluid flow. Thus, whenever a
sandstone layer meets a shale layer, either
through faulting or as a factor of how the
rock was originally deposited, the shale
stops the fluid flow and the fluids are
trapped.

The oil at Prudhoe Bay is trapped i the
hit £ jon. a sand and

Sadl,

gravel structure nearly 9,000 feet
underground. In some locations the oil-
bearing sandstone was 600 feet thick
during the field’s eatly life. Today,
average thickness of the oil bearing zone
is about 60 feet.

Natural gas

The field contains an estimated 46 trillion
cubic feet of natural gas (in place) in an
overlying gas cap and in solution with the
oil Of that, about 26 trillion cubic feet are
classified as recoverable.

Investment

The major owners have invested more
than $25 billion to develop the Prudhoe
Bay field and the transportation system
necessary to move Prudhoe Bay crude oil
to market.

Satellite Fields

Since 1998 five satellite fields have been
discovered and developed within the unit
boundaries of the Prudhoe Bay oil field.
These fields are Midnight Sun, Aurora,
Orion, Polaris, and Borealis. One of the
key objectives of the field's development
has been to maximize sharing of existing
infrastructure, including production and
support facilities. The production wells
for these satellite fields are located on one
of the Prudhoe production pads. The
liquids are processed through Prudhoe
Bay facilities.

Source:
Page: 2
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EXHIBIT 1 (page 3)
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EXHIBIT 2

bp
Oil Transit Line Diagram {:}

thering ing thering |_ [ Flow Flow. Flow

Center 2 Center 1 Center 3 | Station 3 Station 1 Station 2

GC2-GC1

Bypass
34°.3.1 mites 34", 4.8 miles 34", 4.9 miles 30", 3.0 miles.
Skid 50 4 August Leaks
March Spill
1 34", 0.2 miles

Pump In-service
Not to Scale Station { | 16"82mies out of Service

{
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EXHIBIT 3

&3

£ or

Fact Sheet Gathering Centers, Flow Stations

Introduction

The purpose of separation facilities
(known as “gathering centers” on the
western side of the field GC-1, GC-2,
GC-3,and “flow stations” on the
eastern side Flow-1, Flow-2, Flow-3) 1s
to separate raw crude oil, water and gas
produced from the wells into the three
main components. The crude must meet
certain pipeline specifications before
being shipped to Pump Station 1 at the
start of the Trans Alaska Pipeline
System (TAPS). Each separation
facility is designed to process about
350,000 barrels of raw crude oil per
day. The separation facilities can also
handle various amounts of gas and
water. The largest gas handling
facilities are Flow Station 1 and
Gathering Center 1, each capable of
processing 2.7 billion cubic feet of gas
per day. The largest water handling
facility is Flow Station 2 which can
process up to 600,000 barrels of water
per day.

Oil System
Raw crude produced from individual

to the Central Compression Plant (CCP), where the majority is injected into
the Sadlerochit formation. A small

portion of the comp 4 and dehydrated produced gas is used within
the Prudhoe Bay Unit as fuel gas. At GC-1 and FS-3, another portion is
diverted to the “gas lift” compression plant. Gas lift is a process where

d natural gas is re-injected into the wells to add buoyancy to the oil
to help “lift” it to the surface.

‘Water System
The “produced” water separated from the raw crude is processed to remove
oil and solids. This treatment process yields an oil stream (which is

production wells located at well pads is
diverted to flowlines (pipelines). The
flowlines transport the raw crude to the
separation facilities, where the water
and natural gas mixed with the raw
crude are removed. The stabilized
crude is then sent to Pump Station 1, the
beginning of TAPS.

Gas System

The separated natural gas is
compressed, dehydrated, and
transported to the Central Gas Facility
(CGF) where natural gas liquids are
recovered and sent to TAPS and a
portion are used to make miscible
injectant which is used in enhanced oil
recovery. The remaining dry gas goes

d to oil p ). a dirty water stream (which is

d into the C; f nearly 1 mile below the Earth’s
surface), and a treated produced water stream (which goes to injection wells
at the well pads). The treated produced water injected into the formati
supports a field-wide waterflood program designed to maintain reservoir
pressure and “sweep” crude oil from injection wells toward oil production
wells.
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EXHIBIT 4

HER N [
Buionpaag

_27-



85

EXHIBIT 5

Prudhoe Bay Corrosion Spend Versus Production
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Exhibit 6

Diagram of Inhibitor Injection Rates
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EXHIBIT 7
- - - - bp
Corrosion Monitoring Schematic {}
ER
WLC
Probe
To Data
collection unit
WLC - Weight loss coupon ER - Electrical resistance

Coupon monitoring is a method that involves exposing a sample of the pipeline
material (the coupon) to conditions within the pipe for a given duration, then
removing the specimen for analysis. Material loss observed over the exposure
period is expressed as corrosion rate.
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Exhibit 8

Inhibitor Research Program

Inhibitor field Trials

aWel Line ®Flow Line

Number of Trids

1996 1997 1998 1999 2000 2001 2002 2003

2004

2005
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EXHIBIT 9

Pigging Operations

it

Foam Pig

Cup Pig w/Gauge

Disc Pig w/Brush ME1 Smart Pig

Maintenance pigging is the term for using a mechanical tool to clean the inside of
a pipeline. The tool comes in various configurations depending on the application
(e.g. foam, disc, cup or brush). Typically the tool is used with fluids remaining in
the line. The pressure of the fluids (oil, gas and/or water) acts as the drive
mechanism for moving the pig from point to point. Maintenance pigging removes
undesirable material, debris (liquid or solid) e.g., wax, paraffin, scale, sediment
and water.

For mechanical integrity, specialty tools like “Smart Pigs” rigged with Magnetic
Flux Leakage (MFL) and Ultrasonic Thickness testing (UTT) modules are used
for accurate inspections of the wall of pipelines. Smart pigs can also perform
mapping with inertial guidance technology and detect cracks from stress
corrosion. Smart pigs and other automated techniques are helpful in identifying
locations that should be more closely monitored using one of the point inspection
methods (e.g. visual; ultrasonic; radiographic).

-32-
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Exhibit 10: Corrosion Coupon Results in OTLs
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MR. WALDEN. Thank you, Mr. Marshall. If you welcome scrutiny,

you are going to feel real welcome here today.
Mr. Hostler, thank you for being here, sir, and we look forward to

your comments.
MR. HOSTLER. Mr. Chairman, distinguished members, thank you for

inviting me to appear before your subcommittee.
I am Kevin Hostler and I am President and CEO of Alyeska Pipeline

Service Company. [ am here representing 1,600 employees and



91

contractors who operate and maintain the Trans Alaska Pipeline System,
or TAPS. We understand the critical importance of our operation of this
system to the State of Alaska and to the Nation.

I am here today to answer two fundamental questions I believe you
have about our operation. First, to address the question of the potential
for accelerated corrosion on our operations at TAPS, and second, to
address the impact of reduced throughout as a result of the recent spills.
My written testimony covers the fundamentals of both of these questions.
It also provides a clear description of our integrity management program.
We have a thorough integrity management program that has been vetted
by regulators. My team and I are confident that the steps we have taken
to mitigate the potential for accelerated corrosion are the right ones. In
my written testimony, you will find a description of our routine
monitoring and maintenance program to prevent both internal and
external corrosion in the main line as well as in our pump stations and
terminal. I would be happy to answer any questions regarding our
integrity management program, about the potential for corrosion in the
TAPS system, the impact of low throughput on our system, or any other
question you may have.

I would like to repeat that I represent a team of high-quality people
who operate and maintain this system, a system that has delivered 15
billion barrels of oil to the American public. [ am confident our
employees are capable of dealing with the challenges ahead and would
bring any issue that they had to our attention, any issue that impacts the
integrity of our pipeline.

I thank the subcommittee for this opportunity.

[The prepared statement of Mr. Kevin Hostler follows:]
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Alyeska pipeline
/ P.O Box 196660 ANCHORAGE, ALASKA 99519-6660 TELEPHONE (907) 787-8700

Summary of Kevin Hostler Testimony
Subcommittee on Oversight and investigations
House Energx and Commerce

September 7", 2006

Kevin Hostler, President and CEO of Alyeska Pipeline Service Company, will discuss two important
issues with the Subcommittee: to provide the committee with assurance about corrosion prevention
on the Trans Alaska Pipeline System (TAPS) through its integrity management program; and to
provide insight into the challenges Alyeska may face due to reduced throughput in the TAPS
mainline and how the company will manage these challenges.

Hostler also explains how Alyeska has been involved with managing any potential solids generated
by Prudhoe Bay oil field pigging operations.

CORROSION CONTROL AND INTEGRITY MANAGEMENT ON TAPS

Alyeska has not found evidence of accelerated corrosion in the TAPS mainline. After the Prudhoe
Bay spill in March, Alyeska operations and engineering personnel reviewed the company’s corrosion
control program and have been implementing enhancements identified during this review. Alyeska
has an integrity management program that includes corrosion control. This program is audited
annually by the U.S. Department of Transportation Office of Pipeline Safety. The company runs
instrumentation pigs through the line every 3 years and has run 60 since the start up of operations in
1977.

OPERATING TAPS AT REDUCED THROUGHPUT

Based upon technical reviews conducted to date, it is likely, although not certain, that Alyeska will
be able to safely manage lower throughputs associated the partial suspension of Prudhoe Bay
production. To do this, Alyeska will need to resolve several technical challenges including:
managing issues associated with cooler temperatures of the oil, particularly in the winter, and the
potential for water and paraffin drop out from the oil; managing the efficiency of the biological
treatment process of our ballast water plant because of lower ballast water flows due to reduced
tanker traffic to the Valdez Marine Terminal; and managing the potential for increased vibration due
to slack line conditions at the three mountain passes the pipeline must cross.

PRUDHOE BAY TRANSIT LINE PIGGING SOLIDS

Alyeska has constructed pipe and processing facilities at Pump Station One that will allow the
company to receive pigging solids from BPXA transit line pigging operations without exposing TAPS
to unacceptable risks. This is expected to be fully operational by the middle of September.

Thank you for the opportunity to address the subcommittee about the trans-Alaska
pipeline and Alyeska Pipeline Service Company. My name is Kevin Hostler and I am the

President & CEO of Alyeska Pipeline Service Company. I am here today representing

the 1600 people who operate and maintain the Trans Alaska Pipeline System — or TAPS.
Our company was founded in 1970 to design, construct, and operate TAPS to safely and
efficiently move oil from the North Slope of Alaska through the Valdez Marine Terminal

800 miles to the south. Alyeska Pipeline Service Company is owned by a consortium of

five companies: BP Pipelines (Alaska) Inc., ConocoPhillips Transportation Alaska, Inc.,

ExxonMobil Pipeline Company, Unocal Pipeline Company, and Koch Alaska Pipeline

Company.
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I am here today to discuss two important issues: to provide the committee with
assurance about corrosion prevention on TAPS through our integrity management
program; and to provide insight into the challenges we may face due to reduced
throughput in the TAPS mainline and how we will manage these challenges.

I will also explain how Alyeska has been involved with managing any potential
solids generated by Prudhoe Bay oil field pigging operations.

The issues outlined in this testimony are important to me, our employees, and our
stakeholders. I take seriously the responsibility I have to run a safe operation that is
properly maintained to transport the oil we receive. Safety is our first priority in
resolving the issues we currently face.

Since the March 2006 Prudhoe Bay spill by — and continuing through the August
spill and production shutdown, we have offered our assistance to and worked with BP
Exploration Alaska Inc. (BPXA) on a wide range of operational issues. We have offered
response personnel and equipment; we received a technical briefing on the root causes of
the March spill; conducted and then shared our impact assessment analysis of the impact
of potential pigging solids being introduced into the TAPS mainline; discussed various
options to address these solids; and completed construction of a bypass line to offer a
method to receive and process any solids generated by Prudhoe Bay pigging activities.

CORROSION CONTROL AND INTEGRITY MANAGEMENT ON TAPS

Alyeska has not found evidence of accelerated corrosion in the TAPS mainline.
After the Prudhoe Bay spill in March, our operations and engineering personnel reviewed
our corrosion control program and have been implementing enhancements identified
during this review.

When I learned that the apparent cause of the spill was corrosion, I asked my
integrity engineering staff and my pipeline operations staff to provide me with assurance
that accelerated corrosion was not a threat to TAPS integrity and what additional
precautions, beyond our existing program, should we undertake. This technical group
held a brainstorming session to think through all of the potential impacts to TAPS based
upon what we knew about the March spill. From this we created a Top Ten list of issues
we should pursue from an integrity perspective. The review verified we have a solid
corrosion control program and did not identify any immediate corrosion related threats to
TAPS. Alyeska staff are making satisfactory progress on the issues in the list. I have
shared this list and a status matrix with committee staff. I will answer any questions from
the subcommittee about this list.

Specific to potential accelerated corrosion on TAPS similar to what BPXA reported,
the first place we believe we would see this type of corrosion would be in the piping at
Pump Station One. As part of our Top Ten list, we added several new corrosion
monitoring locations at Pump Station One, including the deadlegs at the station.
Deadlegs are sections of pipe inside the Pump Stations that have no active flow. As an
additional precaution we have increased our corrosion inhibitor injection volumes by
about 25% throughout the system.

It is important to note that TAPS generally benefits from the co-mingling of the oil
from all of the North Slope fields before they enter the mainline. In addition, TAPS
benefits from a velocity in the mainline that is greater than the lines feeding into the
system at Pump Station One. This multi-field mixing action and velocity reduces the risk
of sediment and water from dropping out of the oil stream. This is worth noting because
standing water is where we would most likely encounter significant internal corrosion in
TAPS.

Also of note from our Top Ten list, we moved forward our 2007 smart pig run to
2006. The first part of the TAPS mainline was pigged the first week in August and the
remainder of the line will be pigged by the end of the year. Irequested that the data from
this pig run be analyzed expeditiously so that we can compare it with the 2004 data to
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determine if additional integrity actions are necessary. Since the startup of TAPS we
have run 60 inline inspections. This 2006 pig run will be the 61* smart pig run on TAPS.
These smart pigs have identified minimal pipe wall loss due to internal corrosion.
Alyeska has not identified any wall loss due to corrosion that exceeds Alyeska’s internal
criteria for wall loss, which is stricter or more conservative than the federal DOT
regulatory criteria.

While we have a lot of faith in our pigging program based upon nearly 30 years of
experience, we do continue to challenge ourselves to make sure we are evaluating the
right things on TAPS. It is a process of continuous improvement.

Alyeska analyzes the pig run data for anomalies. From this our engineers make
recommendations about what sections of the pipeline should be physically looked at for
additional validation and possible repair. This is what we call our integrity investigations.
We investigate sections of the pipeline — above and below ground — to determine the
significance of anomalies, including corrosion in those areas. Based upon this
assessment the appropriate corrective actions are taken, including repairing the section of
pipe with a sleeve. Since initial startup of TAPS operations in 1977, we have made 656
below ground investigations and 293 above ground investigations.

We run a cleaning pig through the entire pipeline every seven to fourteen days. A
cleaning pig pushes wax, water, and sediment that may accumulate within the pipeline
down the line for removal. Further, as throughput declines this will be an even more
important tool because it will remove water that may drop out of the crude oil at slower
velocities.

In addition to pigging and integrity investigations, our corrosion control program
also includes the following:

e  Corrosion inhibitor is injected in the deadlegs at the pump stations and Valdez
Marine Terminal every two weeks. Deadleg corrosion management is not new
to us. We have had a deadleg corrosion program since the early 1990’s. This
program includes a manual ultra sonic inspection of the dead legs on a regular
basis. The frequency of the investigations is based on engineering analysis and
calculated corrosion rates.

e  Buried pipeline sections were coated and wrapped with tape to protect the steel
from the environment. (Aboveground pipe has minimal external corrosion
risk.)

e A cathodic protection (CP) system passively and actively protects the below
ground pipe from external corrosion. The passive CP system uses sacrificial
zinc and magnesium anodes which preferentially corrode, thus protecting the
pipeline from corrosion (similar to the zinc anodes in home water tanks). The
active system applies electrical current to the pipeline to prevent corrosion. 680
CP coupons and 1018 CP test stations are placed along the pipeline to provide a
way to measure CP effectiveness. Cathodic protection monitoring including
CP coupons and close interval survey verifies the system data. This survey is
performed on one-third of the pipeline each year. Areas failing to meet CP
criteria are either mitigated or if of a minor nature, the system is electrically
adjusted and resurveyed the following year. We are working with the DOT to
assess low CP readings on the last 20 miles of the mainline to determine
appropriate remedial actions.

e  Our facilities corrosion monitoring program includes the use of coupons to
assess and monitor internal corrosion rates.

Alyeska’s corrosion control program is annually monitored by the Joint Pipeline
Office and is audited routinely by the DOT.

Our corrosion control program is a part of our Integrity Management Program.
Alyeska operates its Integrity Management Program through a controlled document (IM-
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244) titled, “TAPS Integrity Management Program for High Consequence Areas”. This
is one of the first documents I read upon arriving at Alyeska and was impressed by the
breadth and depth of our program. If you are interested in reviewing a copy of the
program, I would be happy to provide it for you.

This document is subject to periodic inspections by the U.S. Department of
Transportation Office of Pipeline Safety as a part of our DOT regulatory program. The
DOT has inspected this program in 2002, 2003, 2004 and will do so again this October.

The Grant and Lease Right of Way agreements require Alyeska to have a
comprehensive corrosion control program. Corrosion management is extensive and
monitored by the Joint Pipeline Office to ensure we are meeting its requirements in
addition to those of the DOT. JPO required Alyeska to develop a comprehensive
approach to corrosion monitoring activities on TAPS and this became the Corrosion
Control Management Plan (CCMP) adopted in 2000. The CCMP has been incorporated
into IM-244.

Alyeska’s Integrity Management Program has the following objectives:

e  Prevent leaks to protect public safety and the environment

e  Comply with State and Federal regulations

e  Manage risks — assess, prevent, or mitigate

e  Preserve our assets thus providing reliable oil transportation

e  Provide stakeholder assurance

We have a number of major elements within the Integrity Management Program for
the mainline pipe. We also focus on internal corrosion on the piping in our pump stations
and the Valdez Marine Terminal. The major elements of our Integrity Management
Program are:
e  Mainline pipeline inspection: Corrosion In Line Inspection; Curvature and
Deformation In Line Inspection

e  Cathodic Protection (CP): CP Monitoring; CP System Improvements

e  Aboveground Pipeline Support System: AG Monitoring and Maintenance;
Vertical Support Member Monitoring and Maintenance; Pipeline Bridges

e  Valve Maintenance Program

e Right of Way Monitoring and Maintenance: ROW Monitoring and
Surveillance; Rivers and Floodplain Monitoring

e  Earthquake Preparedness: Earthquake Monitoring; Fault Monitoring; Seismic
Design Control; Seismic Housekeeping
Leak Detection System
Overpressure Protection System
Pump Station Facilities: Piping Systems; Tanks
Valdez Marine Terminal Facilities: Piping Systems; Tanks

Oil Spill Response and Contingency Planning
Fuel Gas Line.

As you can see we have a commitment to a comprehensive, systematic, and
documented approach to integrity management, including corrosion monitoring and
mitigation.

Additionally, I want to stress that our program is primarily focused on preventing a
leak. Should we encounter a pipeline discharge, we have also worked diligently to be
prepared to respond to an incident. We have an approved oil discharge prevention and
contingency plan (C-Plan) that guides our response efforts. The plan is reviewed and
approved by four regulatory agencies: the Alaska Department of Environmental
Conservation; the Environmental Protection Agency; the U.S. Department of
Transportation; and the Bureau of Land Management. We also have a large inventory of
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contingency repair equipment and materials that includes a wide range of replacement
piping, stopples, and leak clamps. We exercise our personnel and equipment on a regular
basis. It remains our goal through our Integrity Management program to avoid an oil
discharge. However, I want the committee to know that we are prepared for an incident
and can respond in a timely manner.

PRUDHOE BAY TRANSIT LINE PIGGING SOLIDS

Alyeska has constructed pipe and processing facilities at Pump Station One that will
allow us to receive pigging solids from BPXA transit line pigging operations without
exposing TAPS to unacceptable risks.

Upon learning about the potential for substantial solids in the Prudhoe Bay transit
lines, I established a technical team to undertake a thorough risk assessment of the
potential impacts from the solids to TAPS equipment, systems, and operations, and
regulatory requirements. I asked them to determine if we could manage the solids in the
mainline or into our tanks at Pump Station One. My priority was that any solution not
adversely impact TAPS safety or integrity, nor the safe and efficient transportation of oil,
which is our responsibility as a common carrier pipeline. The impacts assessment clearly
raised concerns about allowing solids into the mainline and therefore I made the decision
that we would not allow this to happen. We shared this position with BPXA and
interested stakeholders in May.

Some of the concerns we had with the potential for a high concentration of solids
that may be liberated in a short time period include: clogging and damage to strainers
potentially resulting in a blockage; impacts and damage to meters; impacts or blocking
transmitter and safety instrument devices that could result in an immediate shutdown of a
pump station; solids potentially settling in station piping, valves and deadleg piping
making it difficult to remove; impacts to pressure transmitters and leak detection systems;
and potentially impacting valves and valve seats, drain lines, strainer baskets as the solids
passed through each facility.

Since that time, we have been working with BPXA to determine the best path
forward and at their request in August we constructed a temporary line to allow the solids
to bypass Pump Station 1 piping directly from Skid 50 into a storage tank (Tank 110) for
temporary storage and then removal and disposal. We will decant the oil received from
the pigging operations through a line from the tank to our pump station. The solids will
be processed via centrifuges and clean, marketable oil will be injected into TAPS for
transportation to market. Remaining water and solids will be managed in compliance
with federal, state and local laws. Tank 110 was scheduled for routine maintenance next
summer and any remaining solids will be disposed of when we clean out the tank.

This bypass line and processing capacity should be operational no later than the
middle of September.

As we were provided with updated information regarding the volume and
constituency of the pigging solids in the various lines, we have been able to make
appropriate decisions. We have approved of the pigging of those lines where we
reasonably believe we can support the pigging without adverse impact to TAPS. An
example of this is the pigging that proceeded with the Lisburne transit line. As BPXA
ran more aggressive cleaning pigs through the Lisburne line we monitored our
instruments closely to ensure the pigging envelope did not push solids into our system.
Prior to approving acceptance of Lisburne pigging solids we agreed that the estimates of
the amount of potential solids would not adversely impact TAPS. BPXA Lisburne
pigging commenced on June 10™ and was concluded on June 16™ with the running of a
smart pig through the line. The data from pigging this line demonstrated that this was an
accurate estimate and the data from this was incorporated into the estimates and analysis
for the remaining transit lines.
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Throughout this process there have been many meetings and discussions about the
implications and impacts associated with solutions to address the potential for solids in
amount that could cause adverse impacts on TAPS from the transit lines. Alyeska was
researching two options that TAPS could perform and BPXA was exploring two options
they could perform. The bypass line we constructed has been our preferred option since
we determined the volume of potential solids in the remaining transit lines would have an
adverse impact if received directly into the TAPS mainline.

OPERATING TAPS AT REDUCED THROUGHPUT

Based upon technical reviews conducted to date, it is likely, although not certain,
that Alyeska will be able to safely manage lower throughputs associated the partial
suspension of Prudhoe Bay production. To do this, Alyeska will need to resolve several
technical challenges outlined below.

Upon learning of the decision to shutdown the Prudhoe Bay field, I called up our
Crisis Management Team and asked them to look at the short and long term issues this
would have upon the operation of TAPS. For the short term, I wanted to know what
issues we would face for significantly lower throughputs. My Oil Movements,
Operations, and Engineering team put together a plan that would allow for continuous
operations down to 400,000 barrels per day. The first night following the news, we ran
the system at 500,000 bpd and the second night tested it at 400,000 bpd. While this is not
an ideal operating situation our initial report is that it is workable.

We then began looking at the long term challenges this presents for TAPS and this
analysis continues today. While we are confident we can operate normally down to
500,000 barrels per day, we will face challenges as throughput drops below this rate.
Among the more significant challenges we are currently evaluating are:

e  Managing issues associated with cooler temperatures of the oil, particularly in

the winter, and the potential for water and paraffin drop out from the oil;

e  Managing the efficiency of the biological treatment process of our ballast water

plant because of lower ballast water flows due to reduced tanker traffic to the
Valdez Marine Terminal; and

e  Managing the potential for increased vibration due to slack line conditions at

the three mountain passes the pipeline must cross;

Alyeska technical experts are evaluating all of these issues to determine the full
extent of the potential impacts upon TAPS. They are establishing appropriate mitigating
plans for my management team to consider. From our perspective, we definitely have
challenges in front of us due to the Prudhoe Bay shutdown. I also know that I have some
of the best technical resources available for this situation. I want each of you to know
that our decisions will be based upon the safe operation of TAPS and with no adverse
impacts to the integrity of TAPS.

In conclusion, I wish to restate that we have not seen accelerated corrosion on
TAPS. We have a healthy concern for the potential for increased rates of corrosion and
what that could mean to TAPS. I believe we have the right programs and people to
address corrosion and integrity management on TAPS.

We will continue to work with BPXA on the best path forward regarding the pigging
solids — one that does not compromise the integrity of our system. We have the right
people assigned to this task and I trust their ability to accomplish this task safely.

And last, we share your concerns about operating TAPS at lower throughputs.
We’re looking at all of the potential impacts this will have on our system and will
develop responsible plans to mitigate these impacts. I have qualified people working on
these challenges and they understand my expectations that we proceed with the safety
and integrity of our operations as our first priority. It is worth noting that our $500
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million dollar pipeline upgrade project will introduce significantly more flexibility into
our ability to manage through a situation like the one we are facing today.

I thank you for this opportunity to discuss Alyeska and TAPS operations and
welcome any questions you may have about our operations.

MR. WALDEN. Mr. Hostler, thank you for being here today.

Mr. Stears, do you have an opening statement this morning?

MR. STEARS. I have no opening statement. I am just here to
cooperate and to help answer questions.

MR. WALDEN. Thank you very much. We appreciate the opening
statements of all of you and your participation in this oversight hearing.

Mr. Woollam, I am going to start with you. I know you indicated in
your brief opening comments you were going to assert the Fifth
Amendment, which is certainly your right under the Constitution. The
committee believes that in order to assert that amendment, it needs to be
in response to a question and so with that, Mr. Woollam, you were
formerly in charge of the Corrosion Inspection and Chemicals Group at
BP Exploration Alaska, Incorporated. You were the decision-making
manager and engineer responsible for all operations related to corrosion
control and monitoring of the pipelines operated by BP at Prudhoe Bay.
The subcommittee has learned from several sources that numerous red
flags were raised about the integrity of the Prudhoe Bay pipelines while
you were in charge of the CIC group including the 2000 final draft
Coffman report. Yet in 2002 you initiated and implemented a plan to
reduce the manpower of a key pipeline corrosion monitoring team by 25
percent. So my question, Mr. Woollam, when did you become aware of
the pipeline integrity problems faced by the Prudhoe Bay transmission
lines including concerns about accelerated localized corrosion, microbial
corrosion and that the failure to send maintenance pigs or smart pigs
down the transmission lines was placing those pipelines at high risk of
failure.

MR. WOOLLAM. Mr. Chairman, based upon the advice of counsel, I
respectfully will not answer questions based upon my right under the
Fifth Amendment of the United States Constitution.

MR. WALDEN. Mr. Woollam, are you refusing to answer all of our
questions based on the right against self-incrimination afforded to you
under the Fifth Amendment of the U.S. Constitution?

MR. WOOLLAM. Yes, Mr. Chairman.

MR. WALDEN. And is it your intention to assert such right in
response to all further questions from the subcommittee today?

MR. WOOLLAM. Yes, Mr. Chairman.

MR. WALDEN. Given that, if there are no further questions from the
members, [ will dismiss you at this time subject to the right of the
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subcommittee to recall you if necessary, and at this time you are excused,
Sir.

MR. WOOLLAM. Thank you.

MR. WALDEN. Thank you.

Mr. Marshall, according to information provided by British
Petroleum, the western operating line had not been pigged since 1998
and the eastern operating line had not been pigged since 1992. Why was
there not more regular pigging of these transit lines?

MR. MARSHALL. Mr. Chairman, you are indeed correct. The
western line was pigged and smart pigged in 1998. We recovered a very
insignificant amount of solids, less than two cubic yards, from that pig
run. The line indicated it was in good condition. What we have in each
intervening year is a series of ultrasonic testing at various points along
the line to basically confirm and corroborate the information from the
smart pig run. We also have electrical resistance probes, coupons, and
all of this is on the back of a very comprehensive program of corrosion
inhibition across the entirety of the operations going all the way back to
the well head, through the gathering lines, through the flow lines,
through our facilities, so we are watching all of the corrosion at those
points.

MR. WALDEN. Could you turn to Exhibit 4 in the book, which you
should have at the witness table. Do we have a book at the witness
table? Our staff will be bringing that to you. I will go ahead. On page
2, it says--this Exhibit 4, page 2, it says, “For example, smart pigs can
inspect the service of an entire pipeline. Smart pigs and other automated
techniques are helpful in identifying locations that should be more
closely monitored using one of the point inspection methods, e.g., visual,
ultrasonic, radiographic. Smart pigs can also provide assurance that the
spot inspections are truly representative of the pipeline condition.”
Given that BP’s own internal corrosion procedures highlight the merits
of smart pigging, and that is what I was reading from, can you explain
the lack of the smart pigs on these lines? I mean, I think that is what we
are getting at here in the committee. We understand you do these other
checks. Why when Alyeska is running smart pigs down the TAP every
two weeks, why would it be years in between when you would run smart
pigs down these feeder lines?

MR. MARSHALL. Again, Mr. Chairman, we looked at the data from
1998, confirmed the line was in good condition, did the ultrasonic
testing. We did see some increases in corrosion starting in 2004 and
2005, and at that point we did take the action to increase the frequency of
testing and--

MR. WALDEN. But not with smart pigs.
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MR. MARSHALL. And commissioned a smart pig in 4Q of 2005 to be
run this year. Unfortunately, that smart pig was not run before the spill
but it was planned and budgeted for in Prudhoe Bay’s budget this year.

MR. WALDEN. How much does it cost? What do you have to budget
for a smart pig to run down those lines?

MR. MARSHALL. To the best of my knowledge, it is not a huge
amount.

MR. WALDEN. So budget is really not the issue?

MR. MARSHALL. Budget is not the issue, no.

MR. WALDEN. Okay. Please turn to Exhibit 7 again in this. This
document is an instant investigation report on the March 2006 spill on
the western operating line. According to the report, the leak occurred at
a buried caribou crossing. Aren’t bends and low points in the line such
as buried crossings at higher risk of corrosion because of sludge,
sediment, scale and/or water that tend to build up at these locations,
particularly in low-flow lines? Aren’t these dips in the line really more
subject to this type of failure and corrosion?

MR. MARSHALL. Mr. Chairman, I am not a corrosion expert but
certainly the lines on the west side of Prudhoe Bay have a number of
road crossings and caribou crossings where there are elevation changes.
What appears to have occurred is the--we believe the accumulation of
solids which had occurred perhaps more recently than we might have
expected in these low areas.

MR. WALDEN. On page 11 of the report, it points out that the 1998
smart pigging of the western operating line showed “moderate internal
and external corrosion” with many areas having 30 percent to 50 percent
wall loss. The pig run specifically identified six locations within the
caribou crossing that was the site of the March leak where internal
corrosion pitting was occurring. Given these results, why didn’t BP
accelerate the schedule for the next pigging? Again, this was back in
1998 and it identified some areas with 30 to 50 percent wall loss.

MR. MARSHALL. Mr. Chairman, my understanding here is that the
30 to 50 percent wall thickness loss is not actually generalized wall loss.
It is pitting corrosion, discrete pitting corrosion, generally at the 6:00
position in the bottom of the line, and the inspections that we did, the
ultrasonic testing, was done and the coupons were looked at four times
per year, twice the industry average on those lines, to confirm the
deterioration in the system was not occurring at a greater rate.

MR. WALDEN. Well, on page 6 it says that, and [ quote again, “With
the exception of smart pig runs, there isn’t a way to directly monitor
internal corrosion inside of the cased pipe road and caribou crossings
without having to excavate the crossing and remove the outer casing
from the pipe.” So despite being aware of pitting and corrosion at this
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crossing and knowing that these points were not accessible for ultrasonic
testing, BP nonetheless decided to wait 8 years between smart pig runs,
right?

MR. MARSHALL. We did encounter some increased corrosion in--

MR. WALDEN. In the dips?

MR. MARSHALL. In the--

MR. WALDEN. In the crossings?

MR. MARSHALL. I can’t say they were actually at the crossings. The
inspection points we were doing through ultrasonic testing, we did start
to see some increases in 2004 and critically in 2005 which led to the
establishment of the smart pig run scheduled for 2006.

MR. WALDEN. So where the problem really was, was in the place
where the leak occurred in the caribou crossing, right?

MR. MARSHALL. Sorry. Could you repeat the question again?

MR. WALDEN. Well, let me go to the exhibit here, and it says, “The
accuracy of the smart pig data was”--1 assume it should be were--
”confirmed the follow-up UT inspections. The ‘98 smart pig run also
identified six specific areas inside this caribou crossing where internal
corrosion pitting was occurring. Percent wall loss at these six locations
in this particular caribou crossing showed relatively low line wall loss of
between 5 and 25 percent.” The leak was one of these six locations and
had a wall thickness loss of 9 percent in the 1998 pig run. So you are
seeing leaks where there wasn’t even earlier identified much wall loss,
right, if it was 9 percent, and yet the leak then occurred in one of those
areas. It would seem to me that you are really missing the boat by not
putting those smart pigs in there.

MR. MARSHALL. Mr. Chairman, we believe that the changing
conditions on the western side of the field had some bearing on that. We
will not be able to confirm that absolutely until we do the laboratory
analysis of the failed pipe.

MR. WALDEN. Let me ask you this. In other operations you may be
familiar with, with similar feed lines outside of Prudhoe Bay, do
companies run smart pigs on a regular basis, regular being more than
every eight years?

MR. MARSHALL. Mr. Chairman, [ am not a pipeline expert. I have
to state that. I am aware of some lines that are pigged. I am also aware
that some lines are not pigged. But I can’t give you exact details of that.

MR. WALDEN. Your written testimony notes that BP runs nearly 370
maintenance pig runs per year on the North Slope. Why have none of
these been run on these key transmission lines for the last eight years?
And that is the heart of what we are after here.

MR. MARSHALL. Mr. Chairman, we have a very--notwithstanding
these leaks, we have a very comprehensive corrosion management
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system. It is one that is recognized by many as being very
comprehensive in that it covers 1,500 miles of pipelines all the way
through the facilities. Notwithstanding the leaks though, we tend to
focus--we do focus all of our efforts where we believe the risk of
corrosion to be the highest. That typically is where we have gas and
water, where it is three-phase flow. We have high carbon dioxide
content in the gas. Left unchecked, that can corrode about a quarter of an
inch of steel per year. That is where we put the vast majority of our
efforts upstream.

MR. WALDEN. Given all that though, clearly in this case the
procedures and protocols failed your company and the American people,
right? [ mean, because you ended up with these leaks and now you have
discovered basically you are going to have to replace how many miles of
the pipe?

MR. MARSHALL. We are going to replace 16 miles of pipe. Even
though we believe 10 miles are actually in good condition, we have
committed to replace all 16 with lower diameter pipe which will provide
a firm foundation for future business for a field that has the potential now
to run for many, many years with the prospect of gas pipeline coming
down the line.

MR. WALDEN. My time has expired. I turn to the gentleman from
Michigan, Mr. Stupak, for 10.

MR. STUPAK. Thank you, Mr. Chairman. Mr. Marshall, if I may
continue. The Chairman asked you a lot about the western operating
area line. I want to ask you about the eastern operating line. And if you
can, just answer yes or no, I would appreciate that. It is the eastern
operating line that had the August spill. Is that correct?

MR. MARSHALL. The eastern line from Flow Station 2 to Flow
Station 1, yes.

MR. STUPAK. And the eastern operating line was last pigged
somewhere around 19927

MR. MARSHALL. I believe the eastern line was pigged in the early
1990s, maintenance pigged, and smart pigged just after that.

MR. STUPAK. Isn’t it true that when the line was last pigged, it had
significant scale buildup and possibly other materials that made pigging
so difficult that it caused problems downstream for the operators at the
Trans Alaskan Pipeline?

MR. MARSHALL. Mr. Congressman, since the March spill, I have
become aware of discussions about solids occurring in those lines and
yes, indeed--

MR. STUPAK. Caused problems for the operators down the line?
The strainers were--
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MR. MARSHALL. The strainers were plugging with scale, as 1
understood.

MR. STUPAK. And that was 19927

MR. MARSHALL. I believe it was in the early 1990s. I can’t give
you the exact date.

MR. STUPAK. Okay. Isn’t it true that it is generally the solids
including scale and sediment can be a contributing factor for corrosive
activity because they can trap water or other corrosion-causing
organisms against the pipe wall? Is that true?

MR. MARSHALL. | am not a corrosion expert but I do believe that is
to be true, yes.

MR. STUPAK. Okay. And isn’t it true that sludge, sediment and
scale can also make it harder for corrosive inhibitors to effectively reach
the pipe wall and therefore make them less effective in reducing
corrosion?

MR. MARSHALL. Again, [ am not a corrosion expert but I do believe
that to be a possibility, yes.

MR. STUPAK. But you are the head of the corrosion program up here
on the North Slope, right?

MR. MARSHALL. No, I am President of the--

MR. STUPAK. President of the--I am sorry.

MR. MARSHALL. I do rely on a lot of people to give me advice on all
aspects of business including corrosion.

MR. STUPAK. Well, on the eastern operating area line, it has a pig
receiver and a pig launcher, and so it was designed to accept a pig to go
through line, right?

MR. MARSHALL. That is my understanding, yes.

MR. STUPAK. Can we go to photo number 8 right here? This was
taken by the committee staff. That is the pigs in your warehouse up
there, and you can see all of them, different sizes and for all parts of it.
Then why in your best estimation was the eastern line never pigged since
1992? You have all this equipment in here, different sizes, to get it
through the line. Why wasn’t it done since 1992 if you had the best
comprehensive corrosion program in the world?

MR. MARSHALL. Mr. Congressman, I cannot comment on the period
from the early 1990s through to 2000. When BP took over operation of
the eastern transit lines in 2000 as a result of the ARCO merger, we
instituted ultrasonic testing. It was something we instituted of the eastern
transit lines. Only two--

MR. STUPAK. Photo 7, please. Photo 7. See, my problem with the
ultrasound, if you had started this in 2000 when you took over the line, it
is so tedious. I mean, all you do is take a little swab and put it on part of
the pipe and then you do a detection much like an ultrasound, correct?
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MR. MARSHALL. That is correct.

MR. STUPAK. And that is only where the swab is, and you can do
very little pipe, and those underground, like the caribou crossing, where
we had the spill earlier, you can’t do that because it is underground, so
that doesn’t seem very effective. So that is why I am thinking, well, why
would you go to ultrasound, not pig it then in 2000 if you didn’t know
the quality of it? You are trying to prevent spills and improve the flow
of 0il? If you took it over in 2000, if you were unsure of the quality and
the corrosion problem, why didn’t you pig it then if it is already designed
for pigging?

MR. MARSHALL. [ can’t comment specifically on decisions that
were made in 2000 or not. What I can say is that only two years
previously, the western area transit--

MR. STUPAK. I am talking eastern now, eastern line. [ want to stay
with the eastern line. The Chairman got you on the western. I am on
eastern.

MR. MARSHALL. If you just allow me--

MR. STUPAK. Sure.

MR. MARSHALL. --a few minutes to explain how the west has
relevance, potential relevance to the east. Only two years previously, BP
in operating the western lines had pigged and smart pigged those western
transit lines. The indications were given that the lines were in good
condition. We were taking over the eastern transit lines as a result of the
ARCO merger. Those transit lines are broadly similar in geometry, eight
miles on either side handling essentially the same fluids. We instituted a
spot check of the ultrasonic testing and essentially confirmed a very
similar condition of the eastern transit lines as the west.

MR. STUPAK. I don’t mean to be argumentative, but all of our
reports show that even the western line in 1998 had corrosion problems,
and if it had been 1992 until 2000 when you took over, 8 years, and now
we are 6 years later, 14 years, it was never pigged. If you knew in 1998
when they did the pigging on the western line there were corrosion
problems, I think it would lead you to at least look at the eastern line a
little bit closer. I don’t mean to be argumentative with you but common
sense will tell you that.

Mr. Hostler, if I may, you scrape your entire 800-mile line every 14
days. Is there a reason for that other than reducing drag on the pipe?
Why is it generally a good idea for pipeline maintenance, in other words?

MR. HOSTLER. Congressman, it is rather simple. We do that every
14 days just to keep the pipe in good, clean condition.

MR. STUPAK. Can corrosion start in 14 days?
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MR. HOSTLER. No, no, but we worry about the buildup of solids or
liquids, water, in the pipeline and so we run a cleaning pig, a mechanical
pig, every 14 days.

MR. STUPAK. Okay. Mr. Marshall, let me ask you this then. When
did BP first know that major solids to the amount that the line could not
easily be pigged were in the eastern operating area line--eastern line?

MR. MARSHALL. Mr. Congressman, to the best of my knowledge,
the discussions started after the March spill. That was when it was first
brought to my attention when conversations turned to the existence of
solids, recollections of the problems that had occurred in the early 1990s
with the plugged strainers and it caused us to consider what might be the
worst case, solids accumulation in these lines. We wanted to--

MR. STUPAK. Okay, so that was March and that was after the
Department of Transportation issued its corrective action order, and from
what I understand, you spent a considerable amount of time engineering
efforts to determine how significant the sludge and scale buildup was in
both the eastern and western line. Isn’t that correct?

MR. MARSHALL. Sorry. Could you repeat your--

MR. STUPAK. Sure. After you got your corrective action order, you
spent a lot of time engineering that, that is what you are telling me, to
determine how much buildup did you have in the eastern and western
line. Isn’t that correct?

MR. MARSHALL. That is correct. Yes.

MR. STUPAK. Did you have any information prior to the Department
of Transportation March 15 corrective order about the buildup in the
eastern line?

MR. MARSHALL. I can’t speak for every level of the organization
but [ became aware of that after the March 2 spill.

MR. STUPAK. Well, if you had no idea how much scale, sludge or
other deposits were in your lines, then what does that say about BP’s
understanding of the quality of its pipelines? How can BP say it had a
good integrity management plan of its pipelines if it doesn’t know the
true condition of its pipes and the volume of solids they contain?

MR. MARSHALL. Certainly we have relied extensively on the
pigging data from 1998 on the western where we had recovered--

MR. STUPAK. I am still on the eastern one, because last time you
pigged that was 1992. It is the major line. I mean, we had to shut that
down. So how can you sit here today and say you have a good integrity
management plan of its pipes when you do not know the true condition
of the pipes or the volumes of the solids they contain and the last time it
was pigged was 1992? So I see a contradiction here. It sounds like you
didn’t really explore it until you got the corrective order from the
Department of Transportation in March of 2006.
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MR. MARSHALL. It was certainly the spill that caused us to consider
what might be the implications of pigging those lines.

MR. STUPAK. Right. How would you not know that something is
causing corrosion? How would you not know that? I guess that is the
best way to put it. You saw it in the western line in 1998, the one that
hadn’t been pigged since 1992. You know your PSI is going down,
don’t you, the pounds, the pressure to move the oil through? You know
that is going down every year, right? What was it in 1992? Do you
know?

MR. MARSHALL. I don’t have that information.

MR. STUPAK. They tell us it was about 800, and at the time of the
spill it is down to 80. You have lost 10 times the pressure. That in itself
tells you right there that we have a problem with the corrosion, doesn’t
it?

MR. MARSHALL. Certainly velocity of fluid through the line appears
to be one of the indicators. The two sections of line that have failed, the
two three-mile sections--

MR. STUPAK. And isn’t another thing you look at is how much oil
you are getting out? Isn’t most of the stuff you are getting out right now,
isn’t that mostly water and sand and less and less oil each year from 1992
to 2006?

MR. MARSHALL. You are absolutely correct about the water,
Congressman.

MR. STUPAK. And therefore if you got more water, isn’t that going
to cause corrosion and buildup in these lines?

MR. MARSHALL. Mr. Congressman, the facilities upstream, the flow
stations and gathering centers, are designed to take out the water. We
operate to the same--

MR. STUPAK. But it doesn’t take it all out. We know that, and we
know where there are dips in there. That is where it settles and that is
when we have problems. You have slow flow, less oil coming up, more
sand and water. How could you not know that there was buildup and
solids and how could you not pig since 1992? I guess I am just baffled
on that.

MR. MARSHALL. Mr. Congressman, if I could try and offer my
perspective on that. Certainly the conditions of the reservoir are
changing. You are absolutely correct. As the oil production has
dropped, the water production increases. We certainly see some solids
from the west, not necessarily from the east, but the facilities, the
producing facilities, the flow stations and gathering centers, are designed
to take the incoming flows from the wells down to the same
specification, the .35 bottom sediment and water specification that has
been in existence for 29 years at Prudhoe Bay. Our records show that the



107

performance of those facilities is indeed broadly similar over the years so
those facilities are actually operating and there isn’t increasing amounts
of water through those transit lines than there has been over time.

MR. STUPAK. Thank you, Mr. Chairman.

MR. WALDEN. Thank you. The chair now recognizes the gentleman
from Texas, Dr. Burgess, for 10 minutes.

MR. BURGESS. Thank you, Mr. Chairman. Maybe we could just
stay on this subject for a moment, Mr. Marshall, the allegations that BP
did not pig the lines more frequently because of concerns that there was
so much sediment, sludge or scale in the lines that the pigs might get
stuck or unacceptable levels of junk would get flushed into the Trans
Alaska Pipeline. Are those reflections accurate?

MR. MARSHALL. Mr. Congressman, certainly those are some of the
conversations we have had in BP and talking with Alyeska. We are
concerned about any downstream impacts that the pigging operations
might have had. We wanted to fully understand what the implications of
any pigging operation would need to be. We made some very early
estimates of what a worst case solids buildup might have been. We did
some subsequent testing using gamma ray analysis, thermal imaging and
velocity calculations and determined those initial estimates were very
conservative. We determined that the actual solids level was about 10
percent of those initial estimates. It did take us some time to get to that
point. In retrospect, I wish we could have done that quicker. I would say
that. But once we determined that those solids levels were indeed lower,
we have been aggressively pursuing two options to enable pigging
without impacting the strainers or the downstream operations. There has
been a crossover back into our existing facilities that we can pig into that
through Flow Station 3 and we have been working with Alyeska to
institute a crossover into one of the Pump Station 1 tanks. Both of those
crossovers are essentially complete and now we are working with the
Department of Transportation to determine whether the inspections we
have completed on the east side are sufficient enough to allow us to go
ahead and start pigging and start pigging the eastern transit line to
determine the condition it is in.

MR. BURGESS. On the--in the evidence binder that you have, Exhibit
20, there are some handwritten notes that appear to indicate that as a
result of pigging by ARCO in the eastern operating line in 1990, so much
debris was generated that it caused severe damage to Alyeska’s strainers
at Pump Station 1. There were also apparently some debris problems
during a September 1991 pig run. Was BP ever made aware of these
problems either before or after it acquired the eastern operating line from
ARCOQO?



108

MR. MARSHALL. Mr. Congressman, | haven’t seen this particular
copy of this document. What I am aware of personally is that it was only
after the spill that the conversations around solids really started to take
hold. It was in the last few weeks that we actually spoke to the--a
member of my team actually spoke to the engineer with ARCO who
actually was involved in these pigging runs, and what I understand to be
the result of that was that the lines were indeed cleaned, they were
pigged with maintenance pigs and that the smart pig was run but we
didn’t get good data or ARCO did not get good data from that smart pig
run. We understand there was scale buildup in the strainers at Pump
Station 1 and that is why we are actually pursuing the bypasses now to
allow pigging to alternative locations so we don’t jeopardize those
strainers and meters at Pump Station 1.

MR. BURGESS. That is a 15-year time jump though from when
ARCO did that investigation to when the leak occurred, so I mean, that
was a significant amount of time involved between the pigging that
showed some scale buildup and the demonstration of a problem with the
leak. Is that--am I correct in that?

MR. MARSHALL. Itis 15 or 16 years, yes.

MR. BURGESS. Well, let me ask you this. If the company didn’t
have concerns about the possibility of buildup in the lines, why didn’t it
pig the lines immediately after the corrective action order was issued by
the Department of Transportation in March of 2006?

MR. MARSHALL. It was only when we started--after the March spill,
it was only when we started thinking about the implications of pigging
either the east line or the west line that we started to have conversations
with Alyeska and the concerns were raised about the potential of solids,
and that is when we did some estimates and then we did the further
testing as [ said. One of the other things that precluded us from doing a
rapid pigging of the line, we originally indicated that we would intend to
pig the western line within 3 months of the spill and as it turned out, the
Department of Justice required a section of the failed line to be
preserved, and not to be able--and to not pig the line in the west to
disturb the solids and the sediment that may exist on that failed section of
line. So that has proved to be a difficulty and we have not been able to
use the pig launcher on the western section of the line to pig to Pump
Station 1. In order to pig the remainder of the west, we are installing a
34-inch launcher at GC-1, at Gathering Center 1, to enable the 5-mile
section of line to be pigged. We expect that work to be completed in
October and we will be able to pig that line shortly after that.

MR. BURGESS. Let me just ask an opinion or ask your opinion that,
would the company BP have an obligation to know the condition of its
lines at all times?
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MR. MARSHALL. [ am not sure of my opinion. I need to think about
that. We strive to understand the condition of all of our equipment and
lines.

MR. BURGESS. But as someone on the other side pointed out, it is
your core business. I think Mr. Dingell said your core business is the
recovery and delivery of oil to the Nation’s energy supply.

MR. MARSHALL. And we spend--

MR. BURGESS. And the pipelines are a critical part of that.

MR. MARSHALL. Indeed, we spend considerable amounts of money.
We have increased the corrosion spent 80 percent since I have been in
Alaska. We spread that effort over the areas where we judge the
corrosion risk likely to have corrosion to be the highest, so we--clearly in
retrospect, this is something we missed.

MR. BURGESS. Now, Admiral Barrett has publicly expressed
significant concern, disappointment about BP’s failure to plan for, invest
in bypass solutions for the Prudhoe Bay transmission lines. Why did BP
not have any contingencies in place for crucial transmissions so that a
complete shutdown could have been avoided?

MR. MARSHALL. Mr. Congressman, there are a number of lines on
the North Slope, a considerable number of flow lines carrying different
products various places. The western side of Prudhoe Bay, which is the
side of Prudhoe Bay that BP has operated since 1977, indeed has a
number of bypass options there. We were able to use one of those, a 24-
inch line, on the back of the GC-2 transit line failure, to bring the
majority of GC-2’s production over to Pump Station 1. We were able to
take advantage of that. Unfortunately, there are not the same level of
bypasses and options designed in to the eastern side of the field. I can’t
go back and comment on the design basis from the 1970s but we are
working very diligently now to implement the bypasses to the Endicott
and Lisburne flow lines. We expect to have those done and the potential
to have the field fully back up to over 400,000 barrels a day by the end of
October subject to DOT approval.

MR. BURGESS. Mr. Hostler, does Alyeska have redundancies or
contingency plans in place?

MR. HOSTLER. Yes, Congressman, we do. You know, our first
focus is on preventing any type of oil spill or leakage from the pipeline
but we do have contingency repair equipment in place. We have
additional pipe in place so that if we do have a spill, we can replace the
damaged area. In addition to that, as a result of the bullet hole that we
experienced in the early part of this decade, we have bullet hole repair
equipment and items like that that are available to us. In addition, we
have built redundancy in our pumping system that allows us to continue
to operate in the event of a shutdown.
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MR. BURGESS. Great. 1 will take that as a yes.

Mr. Marshall, my time is just about up and there is a series of
questions that relate to the Vinson and Elkins redacted report which I in
fact just received this morning about the whistleblower concerns and I
am concerned about some of the health and safety issues that were raised
in this, and Mr. Chairman, I am going to ask permission to submit these
questions in writing for the record, but I would just ask in the two
seconds I have left, Mr. Marshall, that it appears that there have been--
some of these concerns have been going on for several years, that when
we had an individual just take the Fifth Amendment here on your panel,
were there concerns over the behavior of someone on your team who was
supposed to be overseeing some of these issues and listening to the
concerns of the employees who actually operated and administered the
pipeline?

MR. MARSHALL. Yes, there was. 1 first became aware of some
employee concerns in this particular area to the best of my knowledge in
early 2003. Those concerns were raised through our safety committee,
and at the same time to one of our external contacts that we have. We
have a number of avenues there.

MR. BURGESS. And again, I am going to submit these questions in
writing and I would appreciate an answer, but can you reassure the
committee with all of the problems that we have seen, not just in Alaska
but in my home State of Texas where 15 people died, that the people
who bring up health and safety concerns, whether they be whistleblowers
or just regular people who are voicing concerns, that those concerns are
being addressed and that there is not retaliation brought against
employees who bring up these problems?

MR. MARSHALL. You have my absolute assurance on that, that that
is totally against BP’s policy. We--I don’t care where employee
concerns are raised, through one of our internal channels, externally, I
don’t care where they are raised, as long as they are raised. If we get
specificity so we can go out and external what the issue is, we will
investigate it, take the appropriate action and move on. That is just
simply good business. As I said earlier, I worked on the slope for five
years. It is the people on the slope that know what is working well, what
isn’t, and if any of us ignore those concerns, that is just simply not good
business.

MR. BURGESS. I have been there. There is not much margin for
error in that environment.

Mr. Chairman, you have been very indulgent and I will yield back. I
do want to submit these questions--

MR. WALDEN. Without objection, the questions will be submitted.
We look forward to your answers.
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Before I go to Mr. Dingell, I just want to clarify one thing I think I
heard you say. Did you say the Department of Justice has subpoenaed a
piece of the pipe?

MR. MARSHALL. That is correct.

MR. WALDEN. Do you know why they would have done that? That
seems like a rather extraordinary piece of evidence to--

MR. MARSHALL. I believe it is to understand and do the testing on
the corrosion mechanism and confirm what the basis for that leak in the
GC-2 line was.

MR. WALDEN. Why would the Department of Justice do that though
as opposed to the Department of Transportation?

MR. MARSHALL. This is part of the criminal investigation going into
the potential violation of the Clean Water Act.

MR. WALDEN. Isee. Thank you. Mr. Dingell.

MR. DINGELL. Mr. Chairman, I thank you.

Mr. Marshall, as the President of BP Exploration Alaska, you are
primarily responsible for the operation of the Prudhoe Bay field. Is that
correct? Yes or no?

MR. MARSHALL. [ am responsible for all of BP’s activities in
Alaska.

MR. DINGELL. Great. And you have held that position for how
long?

MR. MARSHALL. I arrived in September 2001.

MR. DINGELL. Thank you. With regard to the oil transit line that
failed in the western operating area of Prudhoe Bay in March, isn’t it true
that the last time that line was inspected and smart pigged was 1998?

MR. MARSHALL. The last time it was smart pigged indeed was 1998,
yes.

MR. DINGELL. Are you familiar with the term “viscous oil”?

MR. MARSHALL. Yes, I am.

MR. DINGELL. If so, would you agree that the characterization of
that production of this type of oil is known to increase the amount of
water in the crude stream and the amount of sediment also known as
sand fines or flower? Is that true?

MR. MARSHALL. Mr. Congressman, I am aware that the production
of viscous oil does indeed produce more sands through the well bore into
the flow lines and into the facilities, yes.

MR. DINGELL. Okay. Isn’t it true that a buildup of these flower
sands in a line could cause corrosion either by trapping water beneath
them or by providing an environment in which bacteria could flourish?

MR. MARSHALL. Mr. Congressman, I am not a corrosion expert. [
believe that to be a possibility. In this particular case, it is only when we
do the failure analysis of the pipe will we truly understand what
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mechanism actually caused the failure of both the east and west transit
lines.

MR. DINGELL. All right. Now, isn’t it true that BP did not schedule
a maintenance pig run through the western transit line in 2000 when it
began to increase the amount of viscous oil in the line?

MR. MARSHALL. Mr. Congressman, the viscous oil production
actually started in 2004 when we started drilling the western flank of
Prudhoe Bay from the Orion field. So that was a 2004 startup, I believe.

MR. DINGELL. Let me do the question again, if you please, sir, and
the question is this, and all it really requires is a yes or no. Isn’t it true
that BP did not schedule a maintenance pig run through the western
transit line in 2000 when it began to increase the amount of viscous oil in
that line? Is it true or false?

MR. MARSHALL. I am not sure I can answer your question, Mr.
Congressman.

MR. DINGELL. Well, let me read this. This language says this:
“Electronic data collected during the investigation in graph below
documents an increase in viscous oil production at GC-2 from
approximately 1,500 BPD in January 2000 through a production high of
16,098 BPD in October 30. G-2 produces more viscous oil than any
other facility on the North Slope and today represents approximately 15
percent of total GC-2 production.” Is that a true statement?

MR. MARSHALL. I can’t comment on the statement. I haven’t seen
that. My understanding, Mr. Congressman, is that we did not start
viscous oil production until 2004--2000.

MR. DINGELL. Now, the document is regarding the GC transit line
spill at Prudhoe Bay western areas or rather western operating area
March 2, 2006, incident investigation report. That is a BP document.

MR. MARSHALL. [ am not familiar with the specific reference but I
would be happy to look into that and provide back to the subcommittee a
specific answer.

MR. DINGELL. I find myself somewhat hard-placed to ask questions
when you are not prepared to answer. Let me ask another question. Isn’t
it true that since 2000 BP’s production of viscous oil moving through the
western transit line increased from 1,500 barrels a day to a high of
16,000 as reported in the document from BP which I just read to you?

MR. MARSHALL. Mr. Congressman, I don’t have the information
available to me to be able to confirm or corroborate that. 1 would be
happy to look into it. The increases in viscous oil production occurred
primarily when we started drilling the Orion field in 2004 but I would be
happy to look into the specifics--

MR. DINGELL. Mr. Marshall, I want to be courteous to you but I
have a limited amount of time and [ am trying to get answers to questions
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that I think we should agree are important. Now, I assume you are
aware, Mr. Marshall, of internal BP data that suggests that the amount of
sediment moving through the western transit lines was increasing and
that the increase was commensurate with the amount of viscous oil that
you are moving through the line. Now, this is from the Chapman Report,
page 14. Just yes or no.

MR. MARSHALL. [ am not in a position to say yes or no. I am sorry,
Mr. Congressman.

MR. DINGELL. All right. Now, are you aware of a report issued by
John Baxter, an employee of BP, entitled Alaska Transit Pipeline
Technology Review released in April of 2006, yes or no?

MR. MARSHALL. Yes, I am.

MR. DINGELL. That report indicates that since the introduction of
viscous oil in the western transit lines, one of your gathering centers had
experienced a number of upsets which resulted in increased amounts of
water and sediment being released into the transit line. Are you aware of
this?

MR. MARSHALL. Yes, I am.

MR. DINGELL. Now, the Baxter Report cites an upset of nearly
10,000 barrels of water being unintentionally released from Gathering
Center 2 into the western oil transit line. Isn’t it true that you did not run
a maintenance pig after this event in the western transit line to ensure
that the water didn’t get trapped in low-lying spots in the line?

MR. MARSHALL. It is correct that we did not run a pig after that
incident, yes.

MR. DINGELL. You did not. Given all this, isn’t it true that you had
potentially corrosive agents in your lines as a result of increased
production of viscous oil and that you should have scheduled a
maintenance pig run sooner than the 8-year interval that you had this line
on?

MR. MARSHALL. [ am not sure I am in a position to say that there
was definitive evidence of that.

MR. DINGELL. Well, that is--

MR. MARSHALL. Clearly in retrospect, you know, pigging would
have been a positive step we could have taken--

MR. DINGELL. Well, let us--

MR. MARSHALL. --to clean those lines.

MR. DINGELL. --look at this. Alyeska, which runs a pipeline with
which I am sure you are familiar, said this in their testimony today: “We
run a cleaning pig through the entire pipeline system every seven to 14
days. A cleaning pig pushes wax, water and sediment that may
accumulate within the pipeline down the line for removal. Further, as
throughput declines, this will be an even more important tool because it
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will remove water that may drop out of the crude oil at slower
velocities.” Now, how many times did you run maintenance pigs
through the western line and how many times did you run them through
the eastern line?

MR. MARSHALL. We ran--

MR. DINGELL. Just the maintenance pig.

MR. MARSHALL. We ran maintenance pigs in 1990 and 1998 and we
ran smart pigs in 1990 and 1998.

MR. DINGELL. Why didn’t you run them more often? You knew
that the amount of viscous oil that was being put through the line was
increasing on a continuing basis and you knew that that changed the
characteristics of the oil, or at least you should have, and you knew that
that oil because of its changing characteristics had a potential for
increasing the risk of increased corrosion because of acid formation or
other things such as water which might have created problems but you
didn’t do anything at all about increasing the number of times that you
ran a pig through the line or checked to see whether the change in the
quality of the oil going through the line was going to impair the
capability of the line to resist corrosion.

MR. MARSHALL. Mr. Congressman, certainly as the viscous oil
increased more significantly in 2004 and 2005, we were aware of, as you
pointed out, a number of the incidents there but the general quality of the
crude oil there is sales-quality crude oil which is--

MR. DINGELL. It is still quality crude oil but it has got more viscous
oil in it, a significant increase as we have already shown in the questions.

MR. MARSHALL. But the viscous oil in and of itself does not--is not
a corrosive agent.

MR. DINGELL. Well, let us look at the numbers again. The Baxter
Report cites an upset of nearly 10,000 barrels of water being
unintentionally released from Gathering Center 2 and the western oil
transit line. Also, as we discussed earlier in my questions, you had a
significant increase in the amount of viscous oil that you are moving
through the line and other things which had a potential risk in terms of
increasing corrosion. BP’s production of viscous oil increased from
1,500 barrels a day to 16,000 barrels in 2005. Is that a significant
increase or not?

MR. MARSHALL. Certainly that is the increase as mentioned earlier
that when the Orion field came in, we saw the increase start in 2004 into
2005.

MR. DINGELL. Doesn’t that warn you that you ought to do
something about it to check to see what is happening? I trust in God but
I know he expects me to lift my end of the log and find out whether I am
doing what I should be doing or whether it is going to have the proper
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effect. Obviously you are a very trusting man and it is very clear to me
you have great trust in God but don’t you have some responsibility to do
a little better job of running pigs through to find out what is going on?

MR. MARSHALL. Mr. Congressman, indeed in 2005, we did plan and
schedule a smart pig run.

MR. DINGELL. You told me about three times that you ran pigs
through there and Alyeska does it every seven to 14 days. They are
running the same oil you are. Are they smarter than you or less trusting
than you, or what is the situation there?

MR. MARSHALL. Mr. Congressman, pigs and smart pigs are run for
many different reasons. We run 370--about 370 pigs every year on our
lines.

MR. DINGELL. Now here again is from attorney-client privilege ATP
Technological Review. It says here: “With such a release, it is most
likely that some water and also basic sediment will be held back in the
lower elevation sections of the O-21 line.” Now, that is where this
occurred. It occurred in the lower elevation sections. And what did you
do to prevent this holdback or to find out if this holdback was going to
create you any problems?

MR. WALDEN. Mr. Marshall, I am going to go ahead and let you
answer that and then I--

MR. DINGELL. Mr. Chairman, you have been most kind.

MR. WALDEN. We need to move on.

MR. DINGELL. I am not sure I am getting answers anyhow so I am
happy to yield back.

MR. WALDEN. Mr. Marshall, go ahead and respond.

MR. MARSHALL. Mr. Congressman, we did schedule a maintenance
pig and cleaning pig run in 2005. It is my regret that that was too late.

MR. DINGELL. Thank you. Mr. Chairman, thank you for your
courtesy.

MR. WALDEN. Absolutely, Mr. Dingell.

The Chair now recognizes the full committee chairman, Mr. Barton.

CHAIRMAN BARTON. Thank you, Mr. Chairman.

Mr. Stears, you work for Coffman Engineering or Engineers. What
is your company’s relationship with the State of Alaska and with British
Petroleum?

MR. STEARS. We are providing corrosion expertise or corrosion
expert opinions for the State of Alaska on BP’s program.

CHAIRMAN BARTON. So would you say your client is the State of
Alaska or is your client British Petroleum?

MR. STEARS. Our client is the State of Alaska.

CHAIRMAN BARTON. State of Alaska. So you are a private
contractor helping the State of Alaska do oversight on some of these
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issues with the various, I assume all the pipelines or is it just these
particular pipelines?

MR. STEARS. It is the non-common-carrier pipelines.

CHAIRMAN BARTON. Okay. Do you--we have repeatedly been told
that there is no Federal regulation of these particular lines because they
are low-pressure lines and they are also an intrastate commerce. What is
the definition of low pressure versus high pressure in an oil pipeline?

MR. STEARS. I don’t have that information.

CHAIRMAN BARTON. Does anybody know the difference? No one?
I can’t believe I have asked a question--

MR. HOSTLER. Congressman, | believe the answer is, any time a line
operates below 20 percent of its design pressure, it is considered a low-
pressure line, but I would confirm that with the DOT.

CHAIRMAN BARTON. So there is not a specific pressure, it is
depending on the capacity?

MR. HOSTLER. The capacity of the pipeline that is installed, but I
would confirm that with the DOT this afternoon.

CHAIRMAN BARTON. All right. Now, these lines that are in question
are called gathering lines. Now, in Texas, a gathering line is a much
smaller line. I am told these are 34-inch-diameter lines. Is that correct?

MR. MARSHALL. Thirty-inch and 34-inch, Mr. Congressman. That
is correct.

CHAIRMAN BARTON. So I am told that each of these lines was
transporting about 200,000 barrels of oil a day. What is the capacity of
these lines? What could they transport?

MR. MARSHALL. Mr. Congressman, [ don’t know the ultimate
capacity. I do know that at the peak, Prudhoe Bay was producing in
excess of a million barrels a day, and--

CHAIRMAN BARTON. So each of these lines at peak would have been
transporting 500,000 barrels a day?

MR. MARSHALL. I can confirm that. I would say probably at least
and maybe even more but I will get back to you with a more specific
number on that.

CHAIRMAN BARTON. All right. Now, I am an engineer but [ am not
a petroleum engineer or hydrostatic engineer, and in fluid mechanics, I
made a D, so [ am--1 did pass but just by the skin of my teeth.

MR. WALDEN. I figured you made an R.

CHAIRMAN BARTON. An R? A pipeline that could carry 500,000
barrels a day, that it is only carrying 200,000 barrels a day, if a layman, if
we did a cross section and looked inside that pipeline, would it be full,
would the total volume be oil or would it be half full and you would have
air above the oil?
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MR. MARSHALL. I am a mechanical engineer so but even with that, |
would say that the pipeline remains full and it is a function of the
velocity--

CHAIRMAN BARTON. That is what I would think, so it would have to
be full in order to push the oil through the pipeline.

MR. MARSHALL. That is correct. It is pumped through from each of
the flow stations or gathering centers and the line is full. It is simply the
500,000 barrels a day versus 200 results in low velocities through that
line.

CHAIRMAN BARTON. Now, we have--these pipelines that are under
question today, I assume that they have been in service for over 30 years.
Is that correct?

MR. MARSHALL. Mr. Congressman, the lines have been in service
for--since June 1977.

CHAIRMAN BARTON. Okay. So almost 30 years. And they were
designed to carry much more oil than they are carrying today so they are
operating under much lower pressure than they were designed to operate
under, and the probability based on the inspection reports that we have is
that there is sludge and water and other sediment in there. So was it a
decision of BP that they didn’t have to do the smart pigs or the
maintenance pigs because the pressure differential was down and there
wasn’t as much pressure on the wall?

MR. MARSHALL. Mr. Congressman, I am not aware of any--
personally aware of any discussions that led to that conclusion.

CHAIRMAN BARTON. Okay. Well, I want to ask the gentleman from
Alyeska, Mr. Hostler, your company, which operates the Trans Alaska
pipeline which is the much bigger pipeline. It is, what, 5 feet in
diameter?

MR. HOSTLER. Four feet, sir.

CHAIRMAN BARTON. Four feet in diameter. So it is not much bigger
than these lines. You inspect your line every two weeks. BP--with the
pig, clean it every two weeks--BP doesn’t do it at all except by
exception. Why is your operating procedure so much different than BP’s
was? It is the same oil and the--I actually thought the line was much
bigger but apparently it is not that much bigger so why are you doing
something every two weeks that BP basically wasn’t doing at all?

MR. HOSTLER. Well, Congressman, I can’t speak for BP but the
reason as we spoke earlier today that we clean the line every two weeks
is one, for hydraulics, as mentioned, and two, to take out any
accumulation of solids or water in the system and then we smart pig
every three weeks as has been mentioned as well.

CHAIRMAN BARTON. But what is--this is kind of key to the whole
issue here. Why would BP on their 34-inch-diameter lines of which they
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had two not do what you are doing on one 48-inch line? What is the
difference in management approach there? It is the same oil.

MR. MARSHALL. Mr. Congressman, we didn’t believe we had a
corrosion problem in those lines. Clearly in retrospect, in two sections of
those lines, the eastern sections of those lines, the two three-mile sections
that have failed, we did. The inner 10 miles of those 16 miles appear to
be in far better shape based on the inspections so far but clearly in
retrospect, the corrosion did occur.

CHAIRMAN BARTON. Well, now, we have in our reference book for
this hearing tabs 9, 10 and 11 which deal with an inspection report that
Coffman Engineering prepared back in 2001 and the State of Alaska
environmental officer, a lady named Susan Harvey, has told our
committee staff that the draft report which was critical of BP’s corrosion
control program was extensively changed after she was removed from
the project and she feels like that she was removed because of pressure
by BP to remove her, and the subsequent final report that came out was
much different and less critical of BP’s corrosion control program. So
how could it be, Mr. Marshall, that BP wasn’t aware of some of these
problems because at least they are implicitly alluded to in this 2001 draft
report which BP objected to?

MR. MARSHALL. Mr. Congressman, | am not aware of Susan
Harvey’s involvement. I don’t have any information--

CHAIRMAN BARTON. Are you aware of the debate over the report
that the Coffman associates helped prepare in 2001?

MR. MARSHALL. I became aware of that after the March spill and
we launched an investigation into the reports from the 2000 program, I
believe the one in question. We interviewed as many people as we
could, both with Coffman and with BP and with the Department of
Environmental Conservation. While we haven’t been able to interview
everybody, we found no evidence of pressure to change those reports.
What I understand to have been the case was this was the first report that
was produced as part of the charter agreement with the State that BP and
indeed the other operator, ConocoPhillips, was preparing and that as we
developed this report, there were some conclusions drawn that appeared
to BP to be perhaps not quite accurate, that the Coffman and the State did
not have all the information that we could have provided.

CHAIRMAN BARTON. But when this report happened back in 2001--
you have been in your current position since 2001. Is that not correct?

MR. MARSHALL. That is correct, yes.

CHAIRMAN BARTON. And you are testifying under oath here, you
did not have any knowledge of this draft report in 2001?

MR. MARSHALL. I did not. I wasn’t even aware of a Coffman report
at that time, no. That is correct.
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CHAIRMAN BARTON. And you became aware of this situation when?

MR. MARSHALL. After the March spill.

CHAIRMAN BARTON. Okay. This year?

Okay. I have got one final question. We have got all kinds of
anecdotal--evidence is too strong a term but we have been told by a
number of individuals that the reason BP decided to discontinue pigging
was because the last time they attempted it, there was so much sludge in
the line that it fouled the screens at the endpoint of the pipeline and that
because of that, BP just decided the field was depleting and it wasn’t
worth messing with and they would rely on other means to do
inspections for corrosion. So my question is to you, Mr. Marshall, isn’t
it normal in a pipeline that you are going to have sediment and sludge
buildup? I mean, that should be, I would think--and again, I am not a
pipeline engineer, but I would think that would be a problem that you
know is going to occur and that you would take steps to manage as it
occurred. Am [ wrong in that assumption?

MR. MARSHALL. Mr. Congressman, I can’t comment definitively
that all pipelines necessarily have solids. Our experience has been that
some do, some don’t. It depends on--

CHAIRMAN BARTON. Well, this is one that you know did. I mean,
you knew the last time you tried to put a pig through one of these lines
that there was sediment and sludge and material in it that wasn’t oil. I
mean, that is a fact.

MR. MARSHALL. What I understand to be the case--again, if |
separate the east and west for one second. On the west, which is what
BP pigged in 1998, we received virtually no solids, less than two cubic
yards out of 10 miles of pipe which is a very relatively low amount of
solids. I understand when ARCO tried to pig the eastern lines in the
early 1990s, there was considerable scale. I am not aware if there were
other solids other than calcium scale that had build up on the inside of
the pipeline which did indeed cause some fouling of the screens and
strainers at Pump Station 1.

CHAIRMAN BARTON. But that would tell me, the last statement, that
you needed to do more maintenance pigging, you needed to have some
program to get that out of the pipeline and again, not being a pipeline
engineer, | can’t state this definitively but it would seem to me that that
would be an engineeringly manageable problem, that you would take
steps to prevent that and clean it out and keep it clean, and apparently the
BP action was to do nothing, to just say okay, we can’t run a pig through
here, there is too much garbage in the line and so we are not going to
mess with it, and to me, that seems to be 180 degrees from what you
should do. Apparently you are doing today what you should have done a
long time ago. You are building a bypass line. You are doing some
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cutout valves. You are doing all this stuff to rectify the problem today.
The only thing that is different between today and the early 1990s is that
you have got the United States Congress watching you and you have got
the State of Alaska watching you and it has become an environmental
disaster.

MR. MARSHALL. Mr. Congressman, to my knowledge, I found no
evidence so far of any deliberate decisions to not pig those lines because
of solids. We are still looking at that but I have found no evidence so far
to say that is indeed the case.

CHAIRMAN BARTON. Well, you have got a different operator
operating the main line that goes from the gathering station down to
Valdez that does maintenance inspection pigging every two weeks. It is
the same oil coming from the same oil field coming from your two
transit pipelines. They are doing something every two weeks routinely
that your company has only attempted intermittently on either line over
the last 15 years. I mean, it just--there has to be a conscious decision
somewhere in your chain of command to ignore the reports that are
coming out. [ mean, the corrosion manager for BP took the Fifth
Amendment, which he has got the right to do, but I cannot believe that he
is the only one in the company that knew about this problem. It just
doesn’t make sense.

So my time has expired, Mr. Chairman, I would yield back. I hope
we continue to--

MR. WALDEN. Before you do that, Mr. Chairman, I would like to
ask unanimous consent to enter into the record the committee’s hearing
book dated Thursday, September 7, 2006, BP’s Pipeline Spills at
Prudhoe Bay: What Went Wrong? It is the document binder from the
Subcommittee on Oversight and Investigations. And so without
objection, I will enter that into the record. Mr. Chairman.

[The information follows:]
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1 |BXPA Corrective Action Order (CPF No. 5-2006-5015H) 3/15/06

2 |Amendment No. 1 to Corrective Action Order 7/20/06

3 |Amendment No. 2 to Corrective Action Order 8/10/06

4 [Summary of BPXA Corrosion Monitoring and Prevention Program

5 BP Internal Audit: BPXA Corrosion Management System - Apr-05
Technical Review, Final Report ("Baxter Report 1")
Alaska Transit Pipeline Technology Review, Final Report ("Baxter

6 " Apr-06
Report 2")

7 BP Incident Investigation Report: GC-2 Transit Line Spill, Prudhoe 4/14/06
Bay Western Operating Area, March 2, 2006
Report for BPXA Concerning Allegations of Workplace Harassment

8 |from Raising HSE Issues and Corrosion Data Falsification (redacted),| 10/20/04
prepared by Vinson & Elkins ("V&E Report")
BP Concerns/ Comments on the Final Draft Coffman Engineers

9 Nov-01
Report

10 Draft Report prepared by Coffman Engineers on BPXA's Prudhoe 11/2/01
Bay corrosion control program for 2000 ("Coffman Draft Report")

1 Final Report prepared by Coffman Engineers on BPXA's Prudhoe Jan-02
Bay corrosion control program for 2000 ("Coffman Final Report")

12 {2001 Coffman Report

13 |2002 Coffman Report

14 2003 Coffman Report

15 |2004 Coffman Report

16 BP Report of Investigation of Revisions to Coffman Report 4/24/06
(redacted), prepared by Jeffrey M. Feldman ("Feldman Report")

17 |Alyeska Top Ten List re: internal corrosion 8/23/06

18 Alyeska Letter to Steve Marshall, President of BPXA, re: Receipt of 5/12/06
Material from Non-routine Pigging of Producer Lines
Alyeska Memo from Mike Joynor to Kevin Hostler re: Re-

19 |evaluation of the TAPS Impact Assessment of Receiving Pigging 8/8/06
Solids from BPXA Produced Oil Transit Lines - Interim Report

20 |Alyeska notes re: ARCO Pigging of Eastern Operating Line 1990-1991

Page 1




122

PHMSA Recommendations re: Issue Order Directing Amendment

21 for BPXA 4/11/06

2 Email from Nancy l'j'oust to l.\Iell. Mf‘:Cleary re: "FW: Charter 11/7/01
Agreement - Corrosion Monitoring

23 |Email from Dominic Paisley re: "Coffman Report Comments" 11/8/01

2% Email from Nancy Foust to Neil McCleary re: "Response from 11/8/01
Bill Colbert in Regards to Charter Agreement"

25 Ema_ll from Rlcharct Woollam to Michelle Martin re: "BP/Coffman 11/11/01
Engineers Contract
Email from Chris Phillips to Richard Woollam re: "RE: Coffman

= Report for BPXA" 11/12/01
Email from Elsa Tutaan to Richard Woollam re: "RE: BP/ADEC

Y Meetings Nov 19th and Nov 21st" e

28 Emal.l from Rlchax:‘d Woollam to Cherry & Snyder re: "ADEC 11/20/01
Meeting Feedback

29 Email from Richard Woollam to Neil McCleary and Nancy Foust 11/25/01
re: "RE: ADEC/Coffman Review Meeting Feedback”

30 Ern.all {rom Richard Woollam re: "FW: Coffman revisions to BPXA 12/21/01
review
ADEC Request for Proposals: Corrosion Monitoring of Non-

31 |Common Carrier North Slope Pipelines - Section 5: "Scope of 6/11/01
Work"

12 Letter from Hon. John D. Dingell to Steve Marshall, President of 3/24/06
BPXA and Marshall response 4/3/06

33 Letter from Hon. John D. Dingell to Hon. Norman Y. Mineta, 4/25/06
Secretary, U.S. Dept. of Transportation and DOT response 6/5/06
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DEPARTMENT OF TRANSPORTATION
PIPELINE AND HAZARDOUS MATERIALS SAFETY ADMINISTRATION
OFFICE OF PIPELINE SAFETY
WASHINGTON, DC 20590

In the Matter of
BP Exploration (Alaska), Inc., CPF No. 5-2006-5015H

Respondent

NN NN NI N

CORRECTIVE ACTION ORDER

Purpose and Background

This Corrective Action Order is being issued, under authority of 49 U.S.C. § 60112, to require
BP Exploration (Alaska), Inc. (Respondent), to take necessary corrective action to protect the
public, property, and the environment from potential hazards associated with a failure involving
Respondent’s Prudhoe Bay West Operating Area (PBWOA) hazardous liquid pipeline.

On March 2, 2006, Respondent discovered a leak on the PBWOA hazardous liquid pipeline in
North Slope Borough, Alaska. The probable cause of the failure is internal corrosion. Pursuant
t0 49 U.S.C. § 60117, the Pipeline and Hazardous Materials Safety Administration (PHMSA)
initiated an investigation of the accident.

Preliminary Findings

» On March 2, 2006, at approximately 5:30 AM AKST, Respondent’s surveillance crew
discovered a crude oil spill in the proximity of Respondent’s PBWOA hazardous liquid
transmission pipeline in North Stope Borough, Alaska. Respondent determined the failure
site to be at or near Mile 1.0 between Gathering Center 2 (GC-2) and Gathering Center 1
(GC-1) on the PBWOA pipeline, several miles upstream of the Trans Alaska Pipeline’s first
pump station (PS-1). No fires, injuries, or fatalities were reported in connection with the
accident.

s The pipeline failure resulted in a release currently estimated at 5,000 barrels of processed
crude oil, impacting the arctic tundra and covering approximately 2 acres of permafrost.
Potential damage to the ecology and environment is presently unknown.

» Respondent’s leak detection system was not effective in recognizing and identifing the
failure. Following discovery of the spill, Respondent isolated the segment between GC-2
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and GC-1, initiated shutdown at 6:49 AM AKST and depressurized the segment.
Respondent located the leak site and installed a containment welded sleeve. Respondent also
initiated oil spill response.

The failure point is a 0.25-inch by 0.5-inch hole in the pipe. The probable cause of the
failure is internal corrosion. There is evidence of bacterial corrosion (increased hydrogen
sulfide and nitric acid in the crude oil) and increased water content.

Respondent’s PBWOA hazardous liquid pipeline system is approximately 10 miles in length
and transports processed crude oil from GC-2 to PS-1 on the Trans Alaska Pipeline in North
Slope, Alaska. The PBWOA system is constructed of 34-inch nominal diameter, X52 Grade,
0.375-inch wall thickness, submerged arc welded pipe manufactured in 1975 through 1977.
The pipe is not coated and it is not cathodically protected. The pipeline sits on a vertical
support member above-ground and is surrounded by an air culvert. The pipe is insulated and
has a steel jacket. Although the pipeline is above-ground, at the time of the failure, the
pipeline was lying in water that had pooled from melting snow.

The established maximum operating pressure (MOP) for the PBWOA is 826 pounds per
square inch gauge (psig) established by design pressure. Estimated maximum normal
operating pressure is 100 psig. Actual operating pressure was approximately 80 psig when
the failure was discovered.

The PBWOA operates at less than 20% of the specified minimum yield strength (SMYS) and
is therefore a low-stress pipeline under 49 C.F.R. § 195.2. Federal hazardous liquid pipeline
safety regulations (49 C.F.R. Part 195) do not apply to the PBWOA under the exception in
49 C.F.R. § 195.1 for onshore low-stress pipelines located in a rural area, outside a waterway
currently used for commercial navigation, which do not transport highly volatile liquids.

The PBWOA is one of three similar low-stress pipelines operated by Respondent that feed
into PS-1. The other two pipelines are the Prudhoe Bay East Operating Area (PBEOA)
pipeline and the Lisburne pipeline. All three pipelines were constructed around the same
time, operate in similar environmental conditions, transport the same quality crude oil that
contributed to the cause of the internal corrosion in PBWOA, and are operated and
maintained in a similar manner by Respondent.

Respondent’s failure investigation has identified at least six additional anomalies on the
PBWOA segment between GC-2 and GC-1. Internal corrosion has been observed at several
of those anomalies. The worst noted anomaly had a remaining wall thickness of 0.04-inches.

An internal inspection of the PBWOA was last performed in 1998 using a high-resolution
magnetic flux leakage (MFL) tool. Respondent has not established a regular internal
inspection or maintenance pigging (cleaning pig) program.

Respondent plans to bypass the segment between GC-2 and GC-1 using a 24-inch flow-line.
Once the bypass is in place, Respondent plans to restart the PBWOA. Respondent
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anticipates the bypass process will take up to 10 days before the PBWOA pipeline can be
restarted.

Determination of Necessity for Corrective Action Order and Right to Hearing

Section 60112 of Title 49, United States Code, provides for the issuance of a Corrective Action
Order, after reasonable notice and the opportunity for a hearing, when PHMSA decides that a
pipeline facility is hazardous. A pipeline facility is a pipeline, right-of-way, facility, building, or
equipment used or intended to be used in the movement of hazardous liquid by pipeline, or the
storage of hazardous liquid incidental to the movement of hazardous liquid by pipeline, in or
affecting interstate or foreign commerce. A pipeline facility does not include movement of
hazardous liquid through gathering lines in a rural area; onshore production, refining, or
manufacturing facilities; or storage or in-plant piping systems associated with onshore
production, refining, or manufacturing facilities. The basis for deciding that a pipeline facility is
hazardous, requiring corrective action, is set forth both in the above-referenced statute and 49
C.F.R. § 190.233, a copy of which is enclosed.

Section 60112 of Title 49, United States Code, and the regulations promulgated thereunder,
provide for the issuance of a Corrective Action Order without prior opportunity for notice and
hearing upon a finding that a failure to issue the Order expeditiously will likely result in serious
harm to life, property, or the environment. In such cases, an opportunity for a hearing will be
provided as soon as practicable after the issuance of the Order.

After evaluating the foregoing preliminary findings of fact, I find that the PBWOA, PBEOA, and
Lisburne pipelines operated by Respondent are pipeline facilities within the meaning of that term
as used in 49 U.S.C. §§ 60101 and 60112, notwithstanding the inapplicability of the pipeline
safety regulations at 49 C.F.R. Part 195. Those pipelines are used in the movement of hazardous
liquid by pipeline in interstate commerce and are not gathering lines in a rural area, onshore
production, refining, or manufacturing facilities, or in-plant piping systems. Additionally, after
considering the age of the pipe, the hazardousness of the product the pipelines transport, the
large spill volume, the ineffectiveness of the leak detection system to identify the leak, the
number, type, and severity of anomalies discovered on the segment that was inspected, the
similarity of the PBEOA and Lisburne pipelines to the pipeline that failed, and the proximity of
the pipelines to wildlife areas or other possible sensitive areas, I find that the continued operation
of Respondent’s PBWOA, PBEOA, and Lisburne hazardous liquid pipelines without corrective
measures will be hazardous to life, property, and the environment. Moreover, failure to
expeditiously issue this Order requiring immediate corrective action would likely result in
serious harm to life, property, or the environment.

Accordingly, this Corrective Action Order mandating immediate corrective action is issued
without prior notice and opportunity for hearing. The terms and conditions of this Order are

effective upon receipt.

Within 10 days of receipt of this Order, Respondent may request a hearing, to be held as soon as
practicable, by notifying the Associate Administrator for Pipeline Safety in writing, delivered
personally, by mail or by facsimile at (202) 366-4566. The hearing will be held in Lakewood,
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Colorado or Washington, D.C. on a date that is mutually convenient to PHMSA and the
Respondent.

After receiving and analyzing additional data in the course of this investigation, PHMSA may
identify other corrective action measures that need to be taken. In that event, Respondent will be
notified of any additional measures required and amendment of this Order will be considered.
To the extent it is consistent with safety considerations, Respondent will be afforded notice and
an opportunity for a hearing prior to the imposition of additional corrective measures.

Required Corrective Action

Pursuant to 49 U.S.C. § 60112, I hereby order BP Exploration (Alaska), Inc. to immediately take
the following corrective actions with respect to the PBWOA, PBEOA, and Lisburne hazardous
liquid pipeline systems:

1. Repair all anomalies on the PBWOA segment between GC-2 and GC-1, including those
anomalies identified after the March 2, 2006 pipeline failure before resuming service.
Extract and record dimensional data of all anomalies found, including data on distance
from upstream and downstream girth weld, o’clock position, minimum and maximum
remaining wall thickness, and remedial actions taken on each anomaly.

2. Obtain prior written approval from the Director, Western Region, PHMSA before
resuming operations on the PBWOA pipeline. Operating pressure on the PBWOA is not
to exceed 80 psig. This pressure restriction shall remain in effect until written approval
to increase the pressure is obtained from the Director, Western Region, PHMSA.

3. Perform an internal inspection using a calibrated smart pig on the PBWOA pipeline
within 3 months of placing the pipeline back in service. Take appropriate action to
address all anomalies discovered by this inline inspection device, in accordance with the
standards for anomaly repair in 49 C.F.R. Part 195. Record differences between inline
inspection data and actual “as found™ data for all anomalies and integrate that data in
future analyses, mapping corrosion growth, and confirming data gathered by inline
inspection tool. Develop and submit for approval a plan to perform internal inspections
at regular intervals, not to exceed 5 years, and schedule for the repair of anomalies
identified through those inspections. Implement that plan upon approval.

4. Develop and submit for approval a plan for running maintenance pigs (cleaning pigs) on
the PBWOA, PBEOA, and Lisburne pipelines at regular intervals. Implement that plan
upon approval. Until that plan has been approved and implemented, run maintenance
pigs on those pipelines on a weekly basis. Conduct laboratory analyses on sludge to
determine its corrosive properties and integrate those findings into the internal corrosion
management plan in Item 5 below.

5. Conduct a review of the leak detection system for the PBWOA, PBEOA, and Lisburne
pipelines and make necessary modifications to ensure that the leak detection systems
comply with API 1130, within 3 months of receipt of this order.
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6. Develop and submit for approval an internal corrosion management plan to reduce
internal corrosion on the PBWOA, PBEOA, and Lisburne pipelines within 3 months of
receipt of this order. The plan must address the use of corrosion inhibitors, emulsion
breakers, and mechanisms to reduce water and solid particles. This plan should also
allow for monitoring sludge extracted from pipelines to ensure that internal corrosion is
being controlled. Implement that plan upon approval.

7. Perform an internal inspection using a calibrated smart pig on the PBEOA and Lisburne
pipelines within 3 months of receipt of this Order. Take appropriate action to address all
anomalies discovered, in accordance with the standards for anomaly repair in 49 C.F.R.
Part 195. Record differences between inline inspection data and actual “as found” data
for all anomalies and integrate that data in future analyses, mapping corrosion growth,
and confirming data gathered by inline inspection tool. Develop and submit for approval
a plan to perform internal inspections at regular intervals, not to exceed 5 years, and
schedule for the repair of anomalies identified through those inspections. Implement that
plan upon approval.

8. Perform infrared aerial surveys at already-established intervals for the entirety of the
PBWOA, PBEOA, and Lisburne pipelines.

9. At the earliest practicable moment following discovery of any pipeline failure on the
PBWOA, PBEOA, and Lisburne pipelines that involves the release of any amount of the
hazardous liquid transported, give telephonic notice of the failure to the National
Response Center in accordance with 49 C.F.R. § 195.52(b).

10. Submit for review each oil spill response plan developed pursuant to the requirements of
Federal law or regulation for the PBWOA, PBEOA, and Lisburne pipelines.

The Director, Western Region, PHMSA may grant an extension of time for compliance with any
of the terms of this Order for good cause. A request for an extension must be in writing.

Respondent may appeal any decision of the Director, Western Region, PHMSA to the Associate
Administrator for Pipeline Safety. Decisions of the Associate Administrator are final.

In accordance with 49 U.S.C. § 60122 and 49 C.F.R. § 190.223, failure to comply with this
Order may result in the assessment of civil penalties of not more than $100,000 per day and in
referral to the Attorney General for appropriate relief in a United States District Court.

MAR 15 2006

b

Stacey Gerar, Date Issued
Associate istrator
for Pipeline Safety
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DEPARTMENT OF TRANSPORTATION
PIPELINE AND HAZARDOUS MATERIALS SAFETY ADMINISTRATION
OFFICE OF PIPELINE SAFETY
WASHINGTON, DC 20590

In the Matter of ;
BP Exploration (Alaska) Inc., ; CPF No. 5-2006-5015H
P )
)
AMENDMENT No.1 TO CORRECTIVE ACTION ORDER
Background & Purpose

On March 15, 2006, under authority of 49 U.S.C. §60112, the Associate Administrator for
Pipeline Safety, Pipeline and Hazardous Materials Safety Administration (PHMSA) issued a
Corrective Action Order (CAO) to BP Exploration (Alaska) Inc. (BP), finding that the continued
operation of BP's Prudhoe Bay Western Operating Area (WOA), Eastern Operating Area (EOA)
and Lisburne crude oil pipelines, would be hazardous to life, property, or the environment
without the implementation of corrective measures. The CAQ was issued in response to a failure
on BP’s WOA pipeline that caused the discharge of an estimated 201,000 gallons of crude oil on
the North Slope tundra.

Additional Preliminary Findings

Prudhoe Bay Transmission Pipelines (EOA, WOA., and Lisburne)

1. BP has been on notice since at least May 2006 that cleaning of the WOA, EOA, and
Lisburne pipelines could dislodge sediments and solids that had accumulated in the
pipelines over a period of years.

2. In 1992, BP’s predecessor suspended cleaning of the EOA oil transmission pipeline when
residues, waxes, and calcium carbonate deposits clogged the strainers maintained by
Alyeska Pipeline Service Company (Alyeska) at Pump Station-1 on the Trans Alaska
Pipeline System (TAPS). The calcium carbonate was primarily encountered between
Flow Station-3 and Skid 50.
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. In May 2006, BP performed gamma ray scans to determine the volume of sludge inside
the EOA and WOA oil transmission pipelines. BP advised PHMSA that sediment levels
in some areas in the EOA oil transmission pipeline were in the range of 9 to 12 inches.

. On May 22, 2006, PHMSA received a copy of a report by Alyeska entitled TAPS Impact
Assessment of BPXA Pigging -Interim Report. Alyeska performed this study to
understand the potential risk to TAPS if the sludge volumes estimated by BP were pushed
into the TAPS pipeline in the process of performing cleaning operations on the pipelines.

The report concluded that the solids from the WOA and EOA pipelines could adversely
impact the operations of TAPS.

. Alyeska’s analysis was based on anecdotal evidence and results from the last time the
EOA and WOA pipelines were pigged, and reports of the gamma ray surveys performed
by BP in May 2006.

. In June 2006, BP informed PHMSA that it had overestimated the volume of solids
detected by the May 2006 gamma ray scans and that, upon reinterpretation of the scans, it
estimated average sediment levels as follows:

a. Lisburne pipeline: 0.4-inch from LS | to TAPS Pump Station-1;

b. EOA pipeline: 1-inch from FS2 to FS1 and 0.6-inch from FS 1 to Skid 50;

¢. WOA pipeline: 2.8-inches from GC 2 to GC 1; 0.8-inch from GC1 to GC3, and
1.9-inches from GC3 to Skid 50;

d. Skid 50 to TAPS Pump Station-1: 1-inch.

. BP began cleaning and maintenance pigging of the Lisburne pipeline on or about June 9,
2006, and ending on or about June 22, 2006. Approximately one cubic yard of sediment
was removed from the Lisburne oil transmission pipeline. That amount is consistent with
the predicted volume from the gamma ray scan conducted in May 2006.

. BP inspected the Lisburne oil transmission pipeline with an instrumented in-line
inspection device on or about June 30, 2006. The inspection results are still pending.

. BP launched the first cleaning pig in the outer segment of EOA from FS-2 to FS-1 during
the week of July 3, 2006. BP has advised PHMSA that these cleaning operations are
ongoing.

. Based on reported cleaning results to date, it appears that additional scale, debris or
sediment may have been pushed from the 30-inch EOA segment into the 34-inch segment
during these cleaning operations.

. Strainers on TAPS Pump Station -1 meter runs have an approximately 1 barrel capacity,
and a % inch mesh size.
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12. BP does not currently have large volume facilities to sequester solids displaced by
cleaning pigs.

13. TAPS has two 210,000 BBL storage tanks located at Pump Station-1. Beginning in
-August, these breakout tanks are expected to have excess capacity for the remainder of
2006.

14. BP has not reached an agreement or arrangement with Alyeska concerning handling of
the solids in the WOA and EAO pipelines and has not made arrangements for capturing
and removing sediments from the pipelines without the use of Alyeska facilities.

Idled OT-21 Section of WOA pipeline

15. After the failure on BP’s WOA pipeline, the segment that failed extending from
Gathering Center two (GC2) to Gathering Center one (GC1) and is known as the OT-21
Segment (OT-21) was idled. The approximately three-mile long OT-21 segment was not
drained after it was idled and still contains crude oil. BP has not run cleaning and
maintenance pigs on the OT-21 segment or on the connecting segments of WOA, as
required by Items 3 and 4 of the March 15, 2006 CAO.

16. According to information provided by BP, OT-21 currently contains approximately
17,000 barrels (BBL)!

17. At this time, BP theorizes that OT-21 leaked because of “enhanced corrosion.” BP's
theory of this corrosion is based on the aggregate effect of several likely factors: 2
a. Although corrosion inhibitor was injected at the production stage, none was being
injected at GC2 for an extended period prior to the pipeline failure.
b. The OT-21 crude oil stream contained a reduced level of corrosion inhibitor.
c. This resulted in a corresponding decrease in the toxicity of the water in the
pipeline and a corresponding increase in the bacterial activity in the pipeline.

18. PHMSA has preliminarily determined that these conditions created an environment in
which extensive corrosion occurred. Although the ultimate cause of failure cannot be
determined until a metallurgical analysis to determine the root cause of failure and the
contents of OT-21 from the failure is analyzed, the postulated corrosive environment that
existed inside OT-21 and led to the failure most likely remains in existence today and the
pipeline may still be corroding OT-21, even at the current lower temperatures (40 to 50
degrees Fahrenheit) of the idled oil.

19. The stagnant environment inside OT-21, in combination with other risk factors, including
the presence of water in the pipeline, poses an ongoing leak threat. In the aggregate, the

1 BBL =42 US gallons. 17,000 BBL = 714,000 gallons.
2BP’s June 6, 2006 Request for Extension, Appendix G, OT-21 Leak Failure Theory and
Application, 1-2.
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risk factors warrant corrective action to remove the contents of OT-21 before the onset of
winter weather conditions on the North Slope.

20. The oil in OT-21 will become more viscous and difficult to extract as temperatures drop.
All other factors being equal, conducting the de-oiling operation before the onset of
winter weather will minimize engineering complications and associated risks.

DETERMINATION OF NECESSITY FOR AMENDMENT OF CORRECTIVE ACTION
ORDER AND RIGHT TO A HEARING

Section 60112 of Title 49, United States Code, provides for the issuance of a corrective action
order, after reasonable notice and the opportunity for a hearing, requiring corrective action,
which may include the suspended or restricted use of a pipeline facility, physical inspection,
testing, repair, replacement, or other appropriate action. The basis for making the determination
that a pipeline facility is hazardous, requiring corrective action, is set forth in the above-
referenced statute and in 49 C.F.R. §190.233. .

Section 60112(e) and the regulations promulgated there under (49 C.F.R. §190.233(b), provide
for the issuance of a corrective action order without prior opportunity for notice and hearing upon
a finding that failure to issue the order expeditiously will result in likely serious harm to life,
property or the environment. In such cases, an opportunity for a hearing will be provided as soon
as practicable after the issuance of the order.

Based upon the preliminary and additional findings, I continue to find that the presence of
hazardous conditions on the specified pipelines, including the OT-21 segment, without the
implementation of corrective measures, would result in likely serious harm to life, property or the
environment. BP has failed to meet its continuing responsibility to pursue all available options
for meeting the requirements of Items 3, 4, and 7 of the March 15,2006 CAO, and to address the
risks associated with idling of OT-21, including simultaneous preparation of contingency plans,
risk analyses, and engineering plans for alternative options and timely acquisition of necessary
information and materials. The lack of sufficient progress towards completing items 3, 4, and 7
of the CAO necessitates a permanent solution that is not dependent on, and does not pose a risk
to, TAPS.

Additionally, after considering the circumstances surrounding the failure discovered on March 2,
2006, the hazardous nature of the liquids remaining in OT-21, the immediate proximity of the
pipeline to environmentally sensitive areas, the extensive corrosion and wall thinning found in
OT-21, the potential for additional corrosion and wall thinning due to current idle conditions, the
presence of water, and the safety and environmental threats posed by those conditions, I find that
failure to expeditiously issue this Amendment would result in likely serious harm to property and
the environment.

Accordingly, this Amendment ordering immediate corrective action is issued without prior notice
and opportunity for a hearing. The terms and conditions of this Amendment are effective upon
receipt.
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Within 10 days of receipt of this Amendment, BP may request a hearing, to be held as soon as
practicable, by notifying the Associate Administrator for Pipeline Safety in writing, delivered
personally, by mail or by facsimile at (202) 366-3666. A hearing, if requested, will be held in
Lakewood, CO or Washington, DC on a date that is mutually convenient to PHMSA and BP. A
hearing requested on this Amendment may be consolidated with the hearing BP has already
requested on this CAO.

In the course of this investigation, PHMSA has identified and may identify additional measures
that need to be taken to ensure the safety of BP’s pipelines covered by the CAO. Such measures
will be embodied in subsequent amendment(s) to the March 15, 2006, CAQ and will impose
additional requirements pending BP’s completion of cleaning and smart pigging operations
required by the March 15, 2006 CAO. The terms of the March 15, 2006 CAO and the additional
terms added by this Amendment and subsequent amendment(s) will remain in place for as long
as the Associate Administrator deems necessary to ensure that the specified pipelines are
operated in a safe and environmentally sound manner.

AMENDMENTS TO REQUIRED CORRECTIVE ACTION

Pursuant to 49 U.S.C. §60112, I hereby order BP to immediately take the following additional
corrective actions with respect to BP's Prudhoe Bay oil transmission pipeline system:

The following items are added to the Corrective Action Order:

Item 11. Within fourteen (14) days from receipt of this Amendment No. 1, BP shall conduct
and provide to PHMSA additional gamma ray scans of the EOA 34-inch (FS-1 to Skid 50)
segment, at the same locations scanned with gamma ray technology in May 2006. BP shall
conduct the gamma ray scans in a manner sufficient to ensure that the results are accurate and
representative of the sediment loads throughout the EOA 34-inch segment of the oil
transmission pipeline. Following each successive run, BP shall provide PHMSA an estimate
of the volume of sediment removed and supporting field data for that estimate.

Item 12. At least 30 days prior to beginning cleaning operations on any segment of the
WOA oil transmission pipeline, BP shall conduct and provide to PHMSA gamma ray scans
at all elevation change locations on those segments. BP shall conduct the gamma ray scans in
amanner and at locations sufficient to ensure that the results are accurate and representative
of the sediment loads throughout the inspected segments. Following each successive run, BP
shall provide PHMSA an estimate of the volume of sediment removed and supporting field
data for that estimate. BP shall complete all requirements of the March 15 CAO with respect
to all segments of the WOA, EOA, and Lisburne pipelines that BP is operating or intends to
restore to operations.

Item 13. Within seven (7) days of receipt of this Amendment, BP shail submit a plan for
approval by the Western Region Director to extract and analyze representative samples from
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the pipe wall of the EOA 34-inch pipeline. The plan shall be designed to ensure that the
sampling and analysis is sufficient to enable BP to determine the amount of calcium
carbonate deposits present in this section of the EOA oil transmission pipeline. These
representative pipe samples will be taken from locations in the pipe wall to avoid disrupting
the cleaning pig operations. BP shall implement the plan within seven (7) days of approval.

Item 14. Within 48 hours of receiving the contractor report, BP shall report to Alyeska the
information collected in accordance with Items 11, 12, and 13, so that Alyeska can revise its
Impact Assessment of BPXA Pigging-Interim Report and evaluate the downstream risks to
TAPS of permitting BP to move sediments, deposits, or other materials dislodged in cleaning
operations into the TAPS pipeline.

Item 15. No later than August 8, 2006, BP shall develop, and submit for approval by the
Western Region Director, preliminary engineering design and implementation plans to install
permanent facilities for handling solids that may result from cleaning pig operations on the
specified pipelines. BP shall ensure the facilities do not impair or pose a risk to the
operations of TAPS and do not allow large amounts of solids to be moved into the TAPS
metering and station piping facilities. Furthermore, these plans shall demonstrate to PHMSA
and Alyeska that the oil will meet transit quality specifications. In addition to any facilities
that BP proposes, BP shall also concurrently develop a contingency plan, including
preliminary engineering design and implementation plans, to create a by-pass around TAPS
PS-1 facilities, so solids can be delivered directly into TAPS storage tanks. Upon approval
by the Western Region Director, BP shall commence construction in accordance with the
plans, unless it has earlier demonstrated to the satisfaction of the Western Region Director
that it is implementing or immediately prepared to implement an alternative method for
handling solids dislodged in cleaning operations or that such construction is otherwise
unnecessary.

Item 16. No later than August 1, 2006, BP shall develop, and submit for approval to the
Western Region Director, a plan to safely remove the crude oil in the OT-21 line segment by
August 22, 2006. The plan shall provide for removal of the crude oil in the OT-21 pipeline
segment in a safe and environmentally sound manner, and in compliance with all applicable
federal, state and local laws and regulations.

Item 17. Within 30 days from receipt of this Amendment, BP shall submit a report to the
Western Region Director, detailing its actions and plans for replacing, abandoning, and/or
restoring operation of OT-21. The report shall include preliminary or final engineering and
implementation plans and timetables.

Item 18. BP shall carry out the requirements of the CAO, as amended, in accordance with all
applicable federal, state and local laws and regulations, including any applicable federal, state
and/or local regulations regarding oil transfer procedures, spill prevention and response, the
State of Alaska's Oil and Hazardous Substances Control Statutes and Regulations in the
Alaska Administrative Code, Title 18, Chapter 75, and the US Environmental Protection
Agency's Spill Prevention Countermeasures and Control Regulations found in Title 40 Code
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of Federal Regulations, Part 112. These regulations as well as others may contain certain
requirements for transfer procedures, spill containment, clean-up and reporting requirements
that pertain to operations associated with removal of the crude oil from the pipeline.

Item 19. With respect to each submission that under this Order requires the approval of the
Western Region Director, the Director may: (a) approve, in whole or part, the submission, (b)
approve the submission on specified conditions, (c) modify the submission to cure the
deficiencies, (d) disapprove, in whole or in part, the submission, directing that BP modify the
submission, or (¢) any combination of the above. In the event of approval, approval upon
conditions, or modification by the Western Region Director, BP shall proceed to take all
action required by the submission as approved or modified by the Western Region Director.
In the event that the Western Region Director disapproves all or any portion of the
submission, BP shall correct all deficiencies within the time specified by the Western Region
Director, and resubmit it for approval. In the event that a resubmitted item is disapproved in
whole or in part, the Director may again require BP to correct the deficiencies in accordance
with the foregoing procedure, and/or the Director may otherwise proceed to enforce the terms
of this Order.

Item 20. BP shall maintain documentation of the safety improvement costs associated with
fulfilling the March 15, 2006 CAO and submit to the Western Region Director, Pipeline and
Hazardous Materials Safety Administration. Costs shall be reported in two categories: 1)
total cost associated with preparation/revision of plans, procedures, studies and analyses, and
2) total cost associated with replacements, additions and other changes to pipeline
infrastructure.

Item 21. The requirements of this Amendment may be modified only by written notice of the
Associate Administrator for Pipeline Safety. A request for modification of any requirements
imposed by this order shall be in writing and include an engineering justification and
certification by an authorized officer of the company as to the accuracy of any facts offered in
support of the request.

This Amendment does not modify, waive or supplant any requirements imposed under the March
15, 2006 CAO or any requirements that apply to BP's pipeline systems under any other provision
of federal, state, or local law, or permit.

With respect to all actions undertaken pursuant to this Amendment, BP is responsible for
achieving and maintaining compliance with all applicable federal, state, and local laws,
regulations, and permits. This Amendment is not and shall not be construed to be a permit, or a
modification of any permit, under any federal, state, or local law or regulation.
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In accordance with 49 U.S.C. §60122 and 49 C.F.R. § 190.233, failure to comply with the CAQ,
as amended, may result in the assessment of administrative civil penalties of up to $100,000 per
violation per day pursuant to 29 U.S.C. §60122, or in the imposition of civil judicial penalties
and other appropriate relief pursuant to 49 U.S.C. §60120. The terms and conditions of this
Amendment are effective upon receipt.

JUL 20 2006

'Stacey Gerarco Date Issued
Associate Administrator
for Pipeline Safety
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DEPARTMENT OF TRANSPORTATION
PIPELINE AND HAZARDOUS MATERIALS SAFETY ADMINISTRATION
OFFICE OF PIPELINE SAFETY
WASHINGTON, DC 20590

)
In the Matter of )
)
BP Exploration (Alaska) Inc., ) CPF No. 5-2006-5015H
)
Respondent )
)
AMENDMENT No. 2 TO CORRECTIVE ACTION ORDER
Background & Purpose

On March 15, 2006, under authority of 49 U.S.C. § 60112, the Associate Administrator for
Pipeline Safety, Pipeline and Hazardous Materials Safety Administration (PHMSA), issued a
Corrective Action Order (CAO) to BP Exploration (Alaska), Inc., (BP), finding that the
continued operation of three crude oil transmission pipelines in BP’s Prudhoe Bay Operating
Area —the Western Operating Area (WOA), Eastern Operating Atea (EOA) and Lisburne crude
oil pipelines — would be hazardous to life, property, or the environment without the
implementation of corrective measures. The CAO was issued in response to a failure on BP’s
WOA pipeline that caused the discharge of an estimated 201,000 gallons of crude oil.

In addition to addressing the immediate consequences of the pipeline failure, the March 15, 2006
CAQ required BP to take various measures to evaluate the condition of the subject lines, and to
make any necessary repairs. Items 3, 4, and 7 of the CAO required BP to perform cleaning
operations on the three pipelines, assess the condition of the pipeline walls, and measure any
cotrosion or other defects using an instrumented in-line inspection tool (known as a “smart-pig”),

On July 20, 2006, under authority of 49 U.S.C. §60112, the Associate Administrator issued
Amendment No. 1 to the March 15, 2006 CAO. Amendment No. 1 set forth additional
preliminary findings based on PHMSA's oversight of BP’s activities and PHMSA’s continuing
investigation of pipeline conditions on BP’s Prudhoe Bay Operating Area. Amendment No. 1
required BP to perform additional integrity assessments and to develop and implement plans for
addressing new and ongoing safety risks associated with its failure to complete diagnostic
measures required by Items 3, 4, and 7 of the March 15, 2006 CAO.
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Additional Preliminary Findings

Prudhoe Ba ransmission Pipeline

I

The EOA pipeline is constructed of X60 Grade, 0.344-inch wall thickness pipe
manufactured between 1976 and 1979. The first segment of the EOA pipeline, extending -
approximately three (3) miles from Flow Station 2 (FS2) to Flow Station 1 (FS1), is
constructed of 30-inch nominal diameter pipe. The second segment, constructed of 34-
inch nominal diameter pipe, extends approximately five (5) miles from FS1 to Skid 50;
Jjust upstream of the Trans Alaska Pipeline System (TAPS).

. Onor about July 22, 2006, 37 days after the deadline established under the March 15,

2006 CAO (as extended), BP performed smart pigging of the FS2-FS1 segment of the
EOA pipeline. BP reportedly received initial reports of the smart pig data on August 4,
2006.

. These reports identified sixteen (16) anomalies (representing wall loss in excess of 70

percent, including two (2) over 80 percent) at twelve (12) separate areas on the FS2-FS]
segment of EQA pipeline. According to BP, the data indicated each of the sixteen
anomalies is approximately 1.5 by 1.5 inches in size and is located in the lower quadrant
of the pipe (between the 5:45 to 6:45 positions).

- On or about August 5, 2006, BP began performing direct visual and ultrasonic inspection

of the locations identified by the smart-pig data as having significant wall loss. In the
course of that work, according to BP reports, BP discovered a location where crude oil
apparently had leaked through the pipe wall and onto the insulation material. On the
basis of that discovery, BP reportedly initiated shut down of the FS2-FS1 segment of the
EOA pipeline at approximately 6:00 a.m. on August 6, 2006.

. Later in the morning of August 6, 2006, according to BP, BP personnel discovered crude

oil leaking from a different location on the FS2-FS1 segment of the EOA pipeline.
According to BP, field inspection of the leak site revealed multiple holes in the pipe wall
at a single location, contributing to an estimated spill of approximately five (5) barrels of
processed crude oil.

Since August 6, 2006, BP reportedly has discovered pinhole leaks on at least four
additional locations on the FS2-FS1 segment of the EOA pipeline.

On the afternoon of August 6, 2006, BP notified the Director of PHMSA’s Western
Region Pipeline Safety Office of the EOA pipeline spill and advised PHMSA that BP had
decided to shut down all of its Prudhoe Bay production fields on the North Slope. BP
further stated that the Lisburne pipeline and associated production facilities would remain
in service. On August 8, 2006, BP indicated its desire to maintain operations of the
WOA pipeline if pipeline integrity could be demonstrated through further field
assessments.
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To date, BP has not performed cleaning or smart pigging operations on the FS1-Skid 50
(34-inch diameter) segment of the EOA pipeline.

On or about August 7, 2006, a team of PHMSA personnel and officials were deplayed to
BP facilities in Alaska to investigate the August 6, 2006 spill, examine the basis for BP’s
decision to cease operations, oversee BP’s shutting down of pipeline operations, and
evaluate what procedures would be necessary to safely restart operations.

On August 9, 2006, BP announced that it had decided to replace the FS2-FS1 segment
and that BP had no plans to return the segment to operation.

Lis ission Pipeling

On or about June 30, 2006, fifteen (15) days after the deadline established under the
March 15, 2006 CAO (as extended), BP performed smart pigging of the Lisburne
pipeline. BP reportedly received initial reports of the smart pig data on or about July 13,
2006.

BP reports that smart-pigging data indicate ten (10) areas in which external wall loss
exceeded 40 percent.

Prudhoe Bay WOA Transmission Pipeline

13.

14.

15.

17.

The WOA pipeline consists of two segments of 34-inch nominal diameter pipe. The first
segment (OT-21) extends approximately three (3) miles from Gathering Center 2 (GC2)
to Gathering Center 1 (GC1). The OT-21 segment is currently bypassed by a jumper
pipeline (GHX21). The second, downstream segment extends approximately five (5)
miles from GCl to Skid 50, and then to Pump Station 1 (PS1), just upstream of TAPS.

To date, BP has not performed cleaning or smart-pigging operations on either segment of
the WOA pipeline.

BP took the OT-21 segment out of service following the spill discovered March 2, 2006
and has not returned the line to service since that date. Pursuant to Item 16 of
Amendment No. | to the March 15, 2006 CAQ, BP has submitted a plan for de-oiling the
OT-21 segment beginning on or before August 22, 2006. The Director of the Western
Region Pipeline Safety Office has reviewed and concurs with the plan.

. BP has advised PHMSA by letter dated July 28, 2006, that the OT-21 segment will not

be returned to service and will be permanently replaced with a new pipeline. To the
extent that OT-21 will not be returned to service and is deoiled, BP is not required to
complete smart-pigging of that segment as otherwise required by the March 15, 2006
CAO.

On June 6, 2006, BP submitted a plan for conducting assessment of pipeline wall
integrity using ultrasonic testing (UT) to measure the thickness of the pipe wall at
particular points on the line. BP proposed to use this inspection method until it conducts

3
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smart pigging as required by the March 15, 2006 CAO, and interprets the results. BP
contended that by extrapolation from the UT data, BP could obtain information, of
equivalent reliability to smart pig results, for understanding the pattern and extent of
internal corrosion in its pipelines. BP submitted the results of ultrasonic testing,
performed from March through July, 2006, on the GC1-Skid 50 segment of the WOA

pipeline.

18. Following the recent discovery of leaks and internal corrosion on the EOA line, BP
announced a plan to conduct more thorough continuous automatic UT testing (AUT) of
the in-service segment of its WOA pipeline. As of August 9, 2006, BP reportedly h:
initiated AUT testing on the GC1-8kid SO segment. )

19. As of August 8, 2006, BP has advised PHMSA investigators that all available resources
are being deployed for completing inspection of the in-service segment of the WOA
pipeline as soon as possible. BP representatives have advised PHMSA investigators and
officials that they have deployed all available equipment and resources in support of
completing continuous AUT testing as soon as possible. At the same time, BP reports
that it is moving ahead with plans to smart pig all or part of the WOA pipeline by
acquiring equipment and planning preliminary operations.

20. PHMSA has not ordered BP to cease operating the GC1-Skid 50 segment or the OT21
bypass (GHX21) of the WOA pipeline, and PHMSA is not aware of any data concerning
the current condition of pipe on the GC1-Skid 50 segment, or the GHX21 bypass, that
would necessitate an immediate cessation of operations on the WOA pipeline in order to
protect life, property, or the environment.

DETERMINATION OF NECESSITY FOR AMENDMENT OF CORRECTIVE ACTION
ORDER AND RIGHT TO A HE G

Section 60112 of Title 49, United States Code, provides for the issuance of a Corrective Action
Order, after reasonable notice and the opportunity for a hearing, when PHMSA decides that a
pipeline facility is hazardous. Corrective action may include the suspended or restricted use of a
pipeline facility, physical inspection, testing, repair, replacement or other appropriate action.

The basis for deciding that a pipeline facility is hazardous, requiring corrective action, is set forth
both in the above-referenced statute and 49 C.F.R. § 190.233.

Section 60112(e) of Title 49, United States Code, and the regulations promulgated thereunder
(49 C.F.R. §150.233(b)), provide for the issnance of a Corrective Action Order without prior
opportunity for notice and hearing upon a finding that a failure to issue the Order expeditiously
will likely result in serious harm to life, property, or the environment. In such cases, an
opportunity for a hearing will be provided as soon as practicable after the issuance of the Order.

Based on the additional preliminary findings set forth above and the preliminary findings in the
March 15, 2006 CAO and Amendment No. 1, I continue to find that the presence of hazardous

4
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conditions on the EOA, Lisburne, and WOA pipelines, without the implementation of corrective
measures, would result in likely serious harm to property or the environment.

Additionally, after considering the circumstances surrounding the failures discovered on August
6 and March 2, 2006, the number and severity of anomalies discovered on the EOA line, the
immediate proximity of the pipeline to environmentally sensitive areas, and the safety and
environmental threats posed by serious internal corrosion of the EOA line, I find that failure to
expeditiously issue this Amendment would result in likely serious harm to life, property and the
environment.

Within ten (10) days of receipt of this Order, BP may request a hearing, to be held as soon as
practicable, by notifying the Associate Administrator for Pipeline Safety in writing, delivered
personally, by mail or by facsimile at (202) 366-3666. A hearing, if requested, will be held in
Lakewood, Colorado or Washington, DC on a date that is mutually convenient to PHMSA and
BP. A hearing requested on this Amendment may be consolidated with the hearing BP has
already requested on this CAO.

In the course of this investigation, PHMSA may identify additional measures that need to be
taken to ensure the safety of BP’s pipelines covered by the CAO. The terms of the March 15,
2006 CAO and the additional terms added by Amendment No. 1, this amendment, and
subsequent amendment(s) will remain in place for as long as the Associate Administrator deems
necessary to ensure the subject pipelines are operated in a safe and environmentally sound
manner. The actions required by this CAO are in addition to and do not waive or modify any
requirements that apply to BP’s pipeline systems under any provision of Federal or state law, or
under any other order issued to BP under authority of 49 U.S.C. §§60101 et seq.

Amendments to Reguired Corrective Action

Pursuant to 49 U.S.C. § 60112, I hereby order BP to immediately take the following additional
cormrective actions with respect to BP’s Prudhoe Bay oil transmission pipeline system:

The following items are added to the Corrective Action Order:

Item 22. Additional Measures for Monitoring and Response. Within one (1) day of receipt
of this Amendment No. 2, and until further order of the Western Region Director, BP shall begin
four times daily visual and handheld infrared surveys via ground patrol of the entire length of the
EOA, Lisburne, and WOA pipelines. Surveys shall seek out signs of leaks and any other threats
to pipeline integrity. BP shall report the results of the surveys to the Western Region Director on
a weekly basis, provided that any leaks or threats to pipeline integrity must be reported
immediately.

Prudhoe Bay EOA issjon Pipeline

Item 23. EQA Plan. Within 30 days of receipt of this Amendment No. 2, BP shall submita
teport to the Western Region Director, detailing its proposed actions and plans for replacing,

5
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abandoning, and/or restoring operation of the FS2-FS1 and FS1-8kid 50 segments of EOA. The
report shall include preliminary or final engineering plans and timetables, and identify all
necessary equipment, parts, and supplies, specifying, inventories, availability and delivery
schedules.

Item 24. Interim Ultrasonic Testing of EOA FS1-Skid 50 Segment. Until BP has completed
cleaning and smart pigging of the EOA pipeline in 2ccordance with Items 4 and 7 of the March
15, 2006 CAO, BP shall perform interim alternative testing in accordance with the requirements
of this paragraph, on a basis not to interfere with AUT inspections on operational oil
transmission lines. BP shall conduct AUT inspection of the 34-inch diameter scgment of the
EOA line from FS1 to Skid 50. The AUT inspection shall cover 100% of the length of the FS1-
Skid50 segment and the bottom 120 degrees of pipe circumference (between the 4:00 and 8:00
positions). BP shall ensure that the AUT scans are performed, verified, calibrated, and recorded
in accordance with established industry practices and shall submit data to the Western Region
Director, in raw and graphical formats, within seven (7) days of receipt of AUT results by BP.

Item 25. Ultrasonic Testing of Anomalies Identified by Smart-Pigging. Within three weeks
of receipt of this Amendment No. 2, BP shall perform external UT assessment at the location of
each anomaly where wall loss exceeds 50%, as revealed by smart-pig data collected on the FS2-
FS1 segment. BP shall provide PHMSA data reports and a graphical compatison of smart-pig
and UT data for anomalies specified above within six (6) weeks of receipt of this order.

Item 26. Plan For De-Oiling EOA Pipeline. Within 30 days of receipt of this Amendment
No. 2, BP shall develop, and submit for approval to the Western Region Director, a plan to safely
remove the crude oil in the segments of the EOA pipeline that will not be restored to operation.
The plan shall provide for removal of the crude oil in a safe and environmentally sound manner,
and in compliance with all applicable federal, state and local laws and regulations. BP shall
implement such plan upon approval.

Item 27. Safe Resumption of Operations. BP may retumn the EOA pipeline to operation only
with the prior approval of the Director of PHMSA’s Western Region Pipeline Safety Office,
upon a record of satisfactory testing, repair, inspection, and planning in accordance with the
March 15, 2006 CAO, the July 20, 1006 Amendment No. 1, and this Amendment No. 2. Any
request for resumption of operations, temporary or otherwise, shall be submitted no fewer than
fourteen (14) days in advance of the proposed restart date.

udhoe Bay Lisburne Transmission Pipeline

Item 28. Ultrasonic Testing of Anomalies Identified by Smart-Pigging. Within threc weeks
of receipt of this Amendment No. 2, BP shall perform external UT assessment at the location of
each anomaly where wall loss exceeds 50 %, as revealed by smart-pig data collected on the
Lisburne line. BP shall provide PHMSA data reports and a graphical comparison of smart-pig
and UT data for anomalies specified above within six (6) weeks of receipt of this order.

Item 29. Repair of Pipeline Defects. BP shall document and repair all defects and other
conditions defined under 49 C.F.R. §195.452(h)(4)(i) through (iv) on a schedule that at a
6
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minimum, comports with the deadlines set out in 49 C.F.R. §195.452(h)(4) and in a manner
consistent with ASME B-31.4. Within 30 days of receipt of this order, BP shall extract, record
and provide to the Western Region Director dimensional data of all anomalies found, including
data on distance from upstream and downstream girth weld, position, minimum and maximum
remaining wall thickness, and remedial actions taken with respect to each anomaly. As repairs
are made, BP shall submit monthly reports to the Western Region Director documenting each
repair made (including photographs) with respect to each such anomaly.

Prudhoe Bay WOA Transmission Pipeline

Item 30, Information Request. Within 48 hours of receipt of this Amendment No. 2, BP shall
provide the Western Region Director with all data and risk analyses not previously provided by
BP, concerning the current condition of the WOA pipeline, including all data and analyses on the
basis of which BP announced its original decision to cease operation of the WOA pipeline.

Item 31. Ultrasonic Testing Pending Smart-Pigging. Until BP has completed cleaning and
smart pigging of the GC1-Skid 50 segment of the WOA pipeline in accordance with Items 3 and
4 of the March 15, 2006 CAO, BP shall perform testing in accordance with the requirements of
this paragraph. BP shall conduct AUT inspection of the GC1-Skid 50 segment of WOA. The
AUT inspection shall cover 100% of the length of the GC1-Skid 50 segment and the lowest 120
degrees of pipe circumference (between the 4:00 and 8:00 positions). The entire circumference
of the pipe shall be visually inspected and any aress of general external corrosion shall be
assessed and documented. BP shall ensure that the AUT scans are performed, verified,
calibrated, and recorded in accordance with established industry practices and shall submit data
to the Western Region Director, in raw and graphical formats, within seven (7) days of receipt of
AUT results by BP. Any external corrosion shall also be reported at that time.

Item 32. Documentation and Repair of Pipeline Defects. BP shall document and repair all
defects and other conditions defined under 49 C.F.R. §195.452(h)(4)(i) through (iv) on a

. schedule that at a minimum, comports with the deadlines set out in 49 C.F.R. §195.452(h)(4) and
in a manner consistent with ASME B-31.4. Within 30 days of receipt of this order, BP shall
extract, record and provide to the Western Region Director dimensional data of all anomalies
found, including data on distance from upstream and downstream girth weld, position, minimum
and maximum remaining wall thickness, and remedial actions taken with respect to each
anomaly. As repairs are made, BP shall submit monthly reports to the Western Region Director
documenting each repair made (including photographs) with respect to each such anomaly.

Item 33. Condition of GHX21 Bypass. Within 30 days of receipt of this Amendment No. 2,
BP shall provide a report to the Western Region Director detailing all maintenance, cleaning and
inspection, and repair activities with respect to GHX21. BP shall also develop, submit to the
Westem Region Director for review and approval, a plan for performance of smart pigging at
regular intervals not to exceed five (5) years, and a schedule for the repair of anomalies
identified through those inspections.
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Item 34. Inspection Plan for OT501. Within 30 days of receipt of this Amendment No. 2, BP
shall provide a report to the Western Region Director detailing the results of inspections and
testing of the OT501 section, and plans for future inspection and testing.

* * *

Except as expressly provided in Additional Preliminary Finding No. 16, this Amendment does
not modify, waive or supplant any requirements imposed under the March 15, 2006 CAO, the
July 20, 2006 CAO Amendment No.1. This Amendment No.2 does not modify, waive, or
supplant any requirements that apply to BP’s pipeline systems under any other provision of
federal, state, or local law, or permit.

With respect to all actions undertaken pursuant to this Amendment, BP is responsible for
achieving and maintaining compliance with all applicable federal, state and, local laws,
regulations and permits. This Amendment is not and shall not be construed to be a permit, or a
modification of any permit, under any federal, state, or local law or regulation.

In accordance with 49 U.S.C. § 60122 and 49 C.F.R. § 190.223, failure to comply with the CAO,
as amended, may result in the assessment of administrative civil penalties of not more than
$100,000 per violation per day pursunant to 49 U.S.C. §60122, or in the imposition of civil
judicial penalties and other appropriate relief pursuant to 49 U.S.C. §60120. The terms and

conditions of this Amendment are effective upon receipt.
RLUL

Date fssued

Theodore L. Willke
Acting Associate Administrator
for Pipeline Safety
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BP Exploration {Alaska) Inc. (BPXA) - Corrosion Monitoring and Prevention
Program

Overview - Oi Field Corrosion

The oil formations at Prudhoe Bay and other North Slope fields produce a mixture of oil,
natural gas and water — these three components need to be separated before the oil can be
delivered to the Trans Alaska Pipeline System. The presence of water and natural gas, together
with physical properties of the hydrocarbon reservoir can resuit in substances that are corrosive
to internal components of carbon steel equipment common in oil fields, such as pipelines. This
corrosion generally occurs due to the presence of carbon dioxide and/or bacteria,

1. Carbonic acid corrosion can occur when associated natural gas contains carbon
dioxide dissolves in the water to form carbonic acid. This is the most common type of corrosion
in the Prudhoe Bay faclilities.

2. Bacterial corrosion can occur when bacteria are present and conditions are conducive
to the growth of bacteria. The bacteria and bacterial byproducts can also result in internal
corrosion Bacterial cotrosion.

Both types of internal corrosion are mitigated through the use of chemical corrosion
inhibitors, biocides and maintenance pigging.

The produced liquids may also entrain sand and rock particles which, at high velocity in
the pipelines, can erode the wall of the pipe. In addition, moisture on the outside of pipe from
snow, rain, and condensation can cause external corrosion if they contact the pipe.

I
The objective of BPXA's corrosion monitoring and prevention program is twofold —
1. Control corrosion in ali equipment, pipelines, vessels and tanks.
2. Provide assurance that the equipment is in good condition — meaning it is safe to operate
and will not release fluids into the environment.

Equipment that is in the safe and environmental sound condition described in objective two
above is also referred to as being "Fit for Service”. BPXA has designed our corrosion monitoring
and prevention program around a “Fit for Service” strategy that has four key elements —

1. lIdentification of corrosion mechanisms for various equipment and lines (internal,

external, erosion).

2. Frequent monitoring of corrosion rates through various corrosion monitoring programs.

3. Periodic inspections to identify corrosion damage and pipeline wall thickness.

4, Mitigating the progress of corrosion.

fic Pr

Numerous processes and procedures are utilized to deliver the Fit for Service strategy. Thaese

processes and procedures are summarized below.
Corrosion Monitoring: A variety of techniques are used to monitor corrosion rates,
including the use of metal weight loss coupons at approximately 1,500 locations. These
coupons are inserted into the fiuid stream. After the coupons have been exposed to the
stream for a set period, they are removed and analyzed to determine the coupon corrosion
rate. In addition, BPXA has installed 90 electrical resistance corrosion probes that
continuously monitor the corrosivity of the fluids. The data obtained from the corrosion
coupons and probes are used to adjust corrosion inhibitor injection rates and to initiate other
corrosion mitigation actions.



149

s1re/bt

Corrosion Mitigation: A variety of methods are used to mitigate corrosion. The type of
method used is dependent upon the type of corrosion most likely to occur at a given
location. CO; or carbonic acid corrosion is typically controlled by injection of corrosion
inhibitor chemicals into the production streams. BPXA currently injects over 2.5 million
gallons of corrosion inhibitor annually.

Bacterial corrosion is controlled by injection of a biocide chemical. In addition, many
corrosion inhibitors contain quaternary amines, which can help control bacterial corrosion.
Mechanical pigging of pipelines is also used to remove solids and water that may build up in
low points in the pipelines over time. BPXA has a team dedicated to pipeline pigging
activities. Maintenance pigs are run approximately 370 times per year in a variety of three
phase production, produced water, and seawater pipelines.

External corrosion of pipelines is controlled by replacing wet insulation or degraded coating
with dry, sealed material.

Inspection: BPXA has one of the largest inspection programs in the oil and gas industry and
currently inspects over 100,000 individual locations every year, for both internal (60,000) and
external (40,000) corrosion. North Slope pipelines are unique compared to most oil and gas
operations, as North Slope pipelines have been built above ground to prevent thawing of the
permafrost and to protect the tundra. Even in areas where the pipslines are below ground,
such as at road or caribou crossings, the pipelines are cased (i.e. placed within another larger
pipe). The above ground pipsline configuration is advantageous to the corrosion monitoring
program as it allows for significantly easier access for inspection compared to a buried
pipeline.

Below are the inspection programs used to identify specific forms of corrosion damage.

» Corrosion Rate Monitoring (CRM) programs repeat inspections at the same location,
typically every 6 months, to look for loss of metal.

» Corrosion Under Insulation (CUI) programs are designed to detect external corrosion
that can be hidden by the thermal insulation that is on the outside of the pipelines.

» Erosion Rate Monitoring (ERM) is conducted at locations that could be susceptible
to erosion inside the pipe due to high velocities and fluid characteristics. ERM is
typically performed at bends every 3 months.

» Comprehensive Inspection Program (CIP} is an annual program aimed at detecting
new internal corrosion mechanisms and new locations of corrosion. It also monitors
damage at known locations and thus assesses the extent of degradation and
fitness-for-service.

> In-Line Inspection Program is designed to detect internal and external damage but
still requires verification of actual damage by Ultrasonic andfor Radiographic
Inspections.

A variety of inspection techniques are used in the inspection programs described above. The
techniques include visual, ultrasonic, radiographic, magnetic flux, guided wave and
electromagnatic, and each can be used to detect different types of damage. The basic
technology in some of these techniques has aiso been built into devices which craw, climb
or travel along equipment to provide a "damage map" of large areas or all of a piece of
equipment. For example, smart pigs can inspect the surface of an entire pipeline. Smart
pigs and other automated techniques are helpful in identifying locations that should be more
closely monitored using one of the point inspection methods, e.g visual, ultrasonic,
radiographic. Smart pigs can also provide assurance that the spot inspections are truly
representative of the pipeline condition. Again, the above-ground design of the North Slope
pipelines makes it possible to monitor specific locations with potential damage with much
greater frequency compared to buried pipslines.
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The risk based inspection program includes a number of factors contribute to the selection of
locations, extent and frequency of inspection programs. Some of these include but are not
limited to equipment condition, rate of wastage, transported fluids, personnel safety and
environmental concerns.

Corrosion Program Resources and Results

BPXA has been funding an ever more aggressive Corrosion, Inspection, Chemical (CIC) program
to address the challenges posed by corrosion. Twenty-five BPXA engineers and technical
specialists are teamed with an allisnce of world leading suppliers of specialist services for
inspection and chemicals. The 2006 annual budget for the program is $71 million, an increase of
16 percent from 2006, and 80% from 2001.

Most important, a substantial improvement in control of internal corrosion in three phase flow
lines {i.e. pipelines that transport oil, gas and water) has been seen over the past several years.
The following graph illustrates the significant improvement in corrosion rates experienced since
the early 1990s and the effective management of the corrosion rate over the past ten years.
This plot shows the average corrosion rate on major production flow lines.

Internal Flow Line Corrosion Control
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Privileged & Confidential BPXA Corrosion Manag Y

1. Introduction

The Director of Engineering, John Baxter, was asked to lead a review to assess the integrity of the
BPXA Corrosion Management System (CMS) in place at Greater Prudhoe Bay (GPB). The review

d the proc , procedures and controls in sufficient detail to validate the results of the
program with specific focus on areas addressed by a number of recent allegations. Additionally,
the audit provided a comparison to E&P Segment norms. The detailed terms of reference are

attached in Appendix 1.

A small team of specialists external to BPXA, but internal to BP, carried out the review. The team
members spent two separate periods of four days in Alaska with a total of ten man days in GPB. A
visit was also made to the EnviroScience Laboratory in Dallas, which carries out the corrosion
coupon inspections. Interviews were held with key personnel across GPB BU and a wide range of
documentation was reviewed. Visit agendas and topics covered for each visit are attached in

Appendix 2.

!

i t

An outline schematic detailing the BPXA Corrosion Management System as seen by the review
team is attached in Appendix 3. :

2. Executive Summary

Based on the review carried out under the terms of reference, the review team is of the opinion
that BP does not have an immediate technical problem with the CMS at GPB. BPXA has an
adequate CMS which to some extent may be overly detailed ~ BUT the extent, complexity and
ageing state of the pipework will always create the potential for leaks.

However the review team identified the following key issues and associated recommendations that
require the prompt attention of BPXA, in order to improve the overall effectiveness of the CMS at

GPB:

e The current corrosion strategy was last formally updated in 1999 and covered
only the former BP heritage West side of the field. The strategy should be

updated to:
o Reflect the long term business strategy around Alaska Gas and Heavy Oil.

o Better align the corrosion and inspection practices across both sides of the

field.
o Clarify the various roles associated with Integrity Management.

e The drive to maintain fiat lifting costs has put pressure on the Corrosion,
Inspection and Chemicals Group (CIC) budget. Plans and budgets for the CMS

should be updated:
o To reflect the delivery of any revised business strategy over the longer term.

o With more focus on an activity based budget approach.

alaudit
April 2005 Page 2
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¢ Two key players from the CIC organisation (CIC Manager and his deputy, the
Senior Corrosion Engineer) left BPXA in December 2004 and January 2005 There
is an urgent need to:
o Recruit and rapidly induct successors for these two key positions.
o Develop and implement a succession programme for key positions in the CIC
organisation.

Corrosion Management activities are not well communicated across the BU, with
more effort going into external communication. The current internal
communication strategy, which has yet to be issued, requires further
development to ensure a robust communications package can be rolled out
effectively across BPXA to both BP employees and contractors.

e An extensive inspection and corrosion monitoring programme is in place and is
rigorously implemented. However a technical review and update of the current
corrosion mitigation and inspection techniques should be carried out by the newly
appointed CIC managers to consider:

o A broader use of Risk Based Inspection (RBI).

o Alternatives to the use of weight loss coupons due to the potentlally
hazardous pﬁllmg operation. :

o The application of new inspection technologies.

o Learnings from across the E&P Segment.

e The BPXA strategy to maintain flat lifting costs is driving behaviours
counterproductive to ensuring integrity and the delivery of effective corrosion
management systems. Leadership should therefore consider the full lifecycle
implications of the single minded focus on flat lifting costs. This is compounded
by the difficult HR and internal/external communications environment, where
proposals to change any inspection monitoring programme can be interpreted
purely as a means to cut costs.

During the review a broader Segment wide issue was identified:

e There is a limited supply of corrosion and inspection engineers within the
Segment. The drive to ensure the integrity of our assets together with
compliance to the upcoming Group Integrity Management Standard is creating a
demand which is becoming increasingly more difficult to meet. A Segment
organizational capability plan should be developed to ensure both the current and
future needs in this area are able to be met.

These issues and associated recommendations are further detailed in Section 3 of the report,
together with a number of other items where the audit team believes further improvements can be

made to the corrosion management system.

Jaudit
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3. Review Findings & Recommendations.
3.1 Corrosion Strategy

Strategy Update:
The corrosion strategy was developed circa1999 for the BP heritage West side of the field, with no

evidence of an update since then. The Alaska Gas/Heavy Oil strategy will create new risks, namely,
extended field life, external corrosion and increased water production. The emphasis for internal
corrosion mitigation has been the production flowlines and appears to be under control, CIC now
needs to obtain that same leve! of mitigation for the water injection system.

Although much effort is being put into applying a common CMS approach across both the east and
west sides of the field, significant cultural and operational differences are creating a challenge to
implementing a more aligned strategy.

There is a need therefore to update the corrosion strategy to help ensure adequate mitigation plans
are put in place to eliminate the potential for spills, and build a common understanding and greater

alignment of the strategy across GPB.
On completion of the update to the Corrosion Strategy, a review, independent of the BPXA team,

should be carried out. , ,

Budgeting Process:
Currently, the budget is set up-front in line with a flat lifting cost strategy, with corrosion

management activities then developed around this budget allocation. This strategy to maintain flat
lifting costs is driving behaviours counterproductive to ensuring integrity and the delivery of an
effective corrosion management system. A more effective and efficient process would be to derive
the set of activities required to deliver a robust corrosion management system over the longer
term, and thereafter set the budget based on these activities.

Plans and budgets for the CMS should also be updated to reflect any revised corrosion strategy
taking into account the longer term business strategy (Alaska Gas/Heavy Oil).

The current inspection programme is heavily weighted towards internal corrosion versus external
corrosion (70000 v 30000 inspection activities per year). Trend analysis now shows internal
corrosion is under control, with the exception of the water injection facilities, with greater
deterioration rates for external corrosion. The methodology around budget aliocation should
therefore be revised, to take into account the need for the inspection focus to shift to internal
corrosion of the water injection system and external corrosion of all systems. .

Thought should also be put into the development of a multi-year plan with funding, for high cost
external corrosion activities such as road crossings, corrosion under insulation and weldpacks.

Accountabilities:
The strategic position and role of CIC within BPXA needs clarifying. There are many roles

(Engineering Authority, Integrity & Assurance Manager, CIC Manager, Compliance Manager)
associated with integrity and corrosion management within BPXA which creates some confusion in
the organization. Hence there is a need to clarify both organizational and personal accountabilities to
help ensure staff fully understand their individual roles and responsibilities.

Key Recommendations:
3.1.1 The CMS strategy should be updated to:
o Reflect the long term business strategy around Alaska Gas and Heavy Oil.

o Align the corrosion and inspection practices across both sides of the field.
o Clarify the various roles associated with Integrity Management

nalaudit
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On completion of the update to the Corrosion Strategy, a review, independent of the BPXA
team, should be carried out.

Risk Category: Medium
Management Response:
Owner/Close out date:

3.1.2. BPXA Leadership should review the full lifecycle implications on the integrity risk to
their assets of the single minded focus on flat lifting costs.

Risk Category: Medium

Management Response:

Owner/Close out date

3.1.3 Plans and budgets for the CMS should be updated:
o To reflect the delivery of any revised business strategy over the longer term.

o With more focus on an activity based budget approach.
Risk Category: Medium
Management Response:
Owner/Close out date

3.2 Organisation

Recruitment;
The CIC organisation has two key players (CIC Manager and his deputy, the Senior Corrosion

Engineer) leaving during December 2004 and January 2005. There is little evidence of a
management of change process or transition plan, and replacements need to be quickly identified
from BP's limited pool of corrosion management expertise or externally if necessary. This creates a
significant risk to delivery of the CIC performance contract. Poor handover plans will lead to a
breakdown in the management system and may also impact contractor relationships. The review
team recommends the urgent appointment of the two CIC Managers and implementation of the
management of change process and associated handover activities.

CIC Team Development:

Technical competence of the CIC team is high, but has been dominated by strong leadership and
an apparent lack of empowerment. This may have stifled the broader development of other
members of the CIC team. The review team recommends that the new managers focus on building
the team capability of CIC, with an emphasis on team development, empowerment and succession

planning.

Performance Review and Learning:

Performance review of the CMS is a regular feature of the BPXA business, with weekly CIC
programme review meetings, quarterly performance reviews, annual planning meetings {part of
which the Review Team attended), and the issue of the annual Alaska Department of

Environmental Conservation (ADEC) report.

Internal technical learning appears good within the CIC team but it is not clear how much is shared
outside (especially with operational personnel) and how structured this process is. There is no
strong evidence of learning from, and interaction with, other operating centres as a regular feature

and hence there is scope for improvement here.
Seeking broader peer recognition and endorsement of the CIC CMS and its implementation could

well significantly deflate and/or deter technical accusations.

audit
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Key recommendations:
3.2.1 Thereis an urgent need to:
o Recruit and rapidly induct successors for the two key leadership positions in
CIC. g
o Develop and implement a succession programme for key positions in the CIC
organisation.
Risk Category: Medium
Management Response:
Owner/Close out date:

3.3 Communications

Internal v External:
Corrosion Management activities are not well communicated across the BU with more focus being

put on communication to external parties. There is a need for a greater internal focus especially as
the BU operates in a unique environment which is heavily regulated, constantly under scrutiny, with
external pressures and whistleblowers.

The review team recognises there is an opportunity to better utilise the GPB workforce to
communicéte the facts around the GPB corrosion strategy and acfivities both on the slope and to
the local community. More emphasis should be put on explaining why certain decisions are made,
especially when any associated change can be interpreted as cost cutting with a potential to
adversely impact corrosion performance.

Communication Strategy:

The current internal communication strategy, which has yet to be issued, requires urgent further
development to ensure a robust communications package can be rolled out effectively across GPB.
The communication strategy and associated plan should include key messages to be delivered,
who they need to be delivered to, and by whom, and should cover both internal and external
communication. A need for a detailed training programme should be assessed to ensure BPXA staff
are able to deliver the communications strategy effectively.

Corrosion Awareness:
Corrosion management and inspection programmes are fundamental to the success of BPXA.

There are many specialists working in these areas, but the review team felt those who work
outside of corrosion mitigation would benefit from a corrosion awareness training programme. This
would enable a broader community to communicate the efforts being made by GPB to prevent any
spills, and provide a better understanding of any decisions and changes made to the corrosion

strategy.
Key Recommendations:

3.3.1. The current internal communication strategy requires further development to ensure a
robust communications package can be rolled out effectively across GPB to both BP
employees and contractors.

Risk Category: Medium

Management Response:

Owner/Close out date:

3.4 Technical
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Risk Assessment:
Corrosion risk assessment and mitigation is focused on (1) an extensive inspection programme

with a heavy reliance on weight loss coupons, (2) corrosion rates identified over time by detailed
research and (3) it for service criteria based on this research and the current identified field life.
These tactics are based on the 1999 corrosion strategy and need to be reviewed to reflect the risks
associated with the Alaska Gas and Heavy Oil strategies.

The review should include a more accurate definition of field life and its criticality and risk
associated with achieving the current operating criterion of < 2 mpy internal corrosion rate, noting
that ~100% of production flowlines, for example, are now exhibiting corrosion rates of ~0.4 mpy.
More attention should now be given to the criticality of the life extension of the water injection
system as the corrosion rates in the production flowlines are now under control.

In meeting the < 2 mpy criterion a heavy reliance is put on weight loss coupons that are labour
intensive and represent a potentially high safety risk operation to pull them. Itis felt that more
could be done with Electrical Resistance corrosion probe technology to reduce the number, and
extend the frequency, of coupon pulls; and therefore a review of the approach to corrosion
monitoring is recommended, including drawing on experience from other assets.

Given the number of internal and external inspections currently conducted annually there would
seem to be scope to adopt a more rigorous RBI methodology, as typically applied by other BP
assets, to optimise tpe number, locations and balance between internal andl external inspection.

Weight Loss Coupons: _
The extraction of weight loss coupons can present a potential safety hazard due to the extraction

tool itself becoming part of the pressure system during coupon extraction. Some areas of E&P are
now reducing, if not eliminating this practice due to this hazard. CIC should explore alternative
corrosion monitoring techniques eg Electrical Resistance probes.

The weight loss coupons are weighed and examined by Enviroscience, an independent laboratory
in Dallas. A review of their facilities to assess the management systems in place, competency of
personnel and the weighing process was carried out by BP staff - the results and recommendations

are attached in Appendix 4.

Inspection Technology:

The inspection techniques currently used by BPXA are based on well established inspection and
monitoring technologies such as weight loss coupons, ultrasonics and radiography. Consideration
should be given to the application of newer inspection technologies and the development of
monitoring techniques. CIC are planning to put more focus into this area with their new inspection
contractor {Rockwood) which is a significant organisation with their own technology programmes.

Data Management:
Mechanical Integrity Management Information Repository (MIMIR} is the key data management

tool used by CIC but its original specification and ability to interface with other key management
packages (e.g. EAMES, Maximo) needs clarifying. It is perceived to have grown “too big” with a
significant backlog of data validation outstanding. There are off-the-shelf packages that can handle
the types and amounts of information and data involved in the CMS process applied by BPXA (e.g.
all North Sea assets use a commercial package called ACET which is also in use in the Caspian and
Colombia and shortly by Angola). MIMIR is still being developed but it is recommended that a
“time out” is taken to revisit and review its specification and need for any additional functionality
versus the case for not adopting an off-the-shelf package.

MIMIR currently has a significant backlog (circa 700) of inspection items and an assessment of the
impact of this size of backlog should be carried out.

nternalaudit
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Leveraging Contractor Relationships:

The corrosion inhibitor development/deployment programme is seen as being best in class, even
world class, in pushing the envelope of this technology through an integrated working relationship
with the chemical vendor (Nalco). CIC are now looking to develop a similar technology
development relationship with their inspection contractor (Rockwood/Canspec). Pushing the
technology envelope in these areas is seen as a key enabler. for CIC to deliver within their budget

against the flat lifting cost KPI.

Key Recommendations:
3.4.1. A technical review and update of the current corrosion mitigation and inspection

techniques should be carried out by the newly appointed CIC managers to consider:
o A broader use of Risk Based Inspection (RBI).
o Alternatives to the use of weight loss coupons due to the potentially

hazardous pulling operation.
o The application of new inspection technology supported by Rockwoods

expertise.
o Learnings from across the E&P Segment.
Risk Category: Medium
Management Response: )
Owner/Close out date 3

3.5 Segment wide issue:

During the review the team identified the following issue for Segment wide consideration.

Engineering resources:

As a general observation across the Segment, it is becoming increasingly more difficult to identify
and place corrosion managers and engineers partly due to a lack of earlier development and
recruitment into this area of increasing demand. Additionally the drive to ensure the integrity of our
assets together with compliance to the upcoming Group Integrity Management Standard is going
to sustain this demand, both in E&P and in the other Segments.

Key Recommendation:
3.5.1. A Segment organizational capability plan-should be developed to ensure both the current and

future requirements for corrosion and inspection engineers are met.
Risk Category: Medium ’
Management Response:

Owner/Close out date

3.6 Comparison with other E&P Segment Corrosion and Inspection activities.

The review team were asked to provide a comparison of the BPXA CMS with other BP E&P assets.
The complexity, external influences and working environment make GPB a unique asset within BP,
and hence the team have found it difficult to make any meaningful comparisons with other assets.
However the review team see the BPXA CMS as consistent with the E&P “Corrosion Control
System” Model with the following key differences:

o Data management tool (MIMIR) has been developed in preference to an off the shelf tool.

o A vast number of inspections, with a greater proportion of weight loss coupon pulls than in

other E&P assets.

alaudit
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o Alow level use of external lessons and little apparent exchange of practices with other E&P
assets.

These differences have been reflected throughbut this report.
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1. Introduction

The BP Exploration (Alaska) Inc. (BPXA) Greater Prudhoe Bay (GPB)
operations on the North Slope of Alaska are probably one of the most highly
regulated and scrutinised hydrocarbon operations in the world. Scrutiny
includes both media and public interest in the ongoing operations. This
presents a significant challenge to BP, but equally an opportunity to
demonstrate a world class standard of operation and environmental care.

The leak from the OT-21 segment of the GPB Western Operating Area
(WOA) Oil Transit Line between GPB Gathering Centre 2 (GC2) and Gathering
Centre 1 (GC1), first detected on 2nd March 2006, is unacceptable to BP and
is most regrettable. However the company has shown a corporate intent to
learn from this incident and put in place appropriate measures to help ensure
such a leak is not repeated anywhere yorldwide in the BP Group. The spill
impacted two acres of Arctic tundra which will be fully remediated by the

BPXA team.

As part of this intent a diverse team of specialists from within BP (but outside
BPXA) led by the Group Engineering Director, was asked by BP Legal to
review technology issues related to the incident and recommend appropriate
actions. This report should be read in conjunction with the 14 April, 2006 GC-
2 Transit Line Spill Incident Investigation Report conducted by BP Exploration
and Production (E&P) staff from BPXA and North American onshore
operations, along with a representative from the Alaska Department of
Environmental Conservation (ADEC) (referred to as the E&P Report).

This report does not repeat the explanatory sections of the E&P Report but
makes additional comments where identified on process, people and

technology issues.

In conducting the review the team visited Alaska and met with selected
members of the BPXA staff. Four of the team members travelled to the North
Slope to visit with GPB staff and view the leak site on the OT-21 line.

2. Overview

BPXA has been managing a comprehensive corrosion management and
pipeline inspection programme since inception of the GPB oil production
facilities. BPXA has operated the GPB WOA since the start-up of field
operations. BPXA has only operated the GPB Eastern Operating Area {(EOA)
since 2000, when it took over as operator of the EOCA from ARCO Alaska Inc.
(now ConocoPhillips Alaska Inc.). Regular reports on these programmes are
submitted to regulatory and other bodies, including an annual report to ADEC
which is independently reviewed on behalf of ADEC by a third-party
independent consuitant. The programme is based on an assessment of loss
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of metal (pipe wall thickness) primarily through the use of metal coupons in
the product stream and, more recently, through the increased use of
electrical resistance probes, supported by selective ultrasonic pipe wall
thickness measurements and intelligent pigging to validate the data from the
corrosion coupons and probes.

In recent years the view was that internal corrosion of produced and
processed crude oil product lines was under control, and therefore greater
focus needed to be directed on external corrosion under insulation on the
three oil transit lines and internal corrosion on the three phase and produced
water lines. This approach is based on a strategy developed in 1999. The leak
on OT-21 line now questions this strategy.

Because of the nature of the fluids being carried, likelihood of corrosion in oil
transit lines is generally agreed to be low to begin with. On top of that, any
corrosion that may occur is kept under control by the carryover of corrosion
inhibitor from treatment of produced fluids at the wellhead and by
maintaining the specification for Basic Sediment and Water (BS&W) in sales
quality crude oil exiting from the product Gathering Centres. The corrosion
inhibitor also acts as a biocide to control bacteria below levels which could
initiate Microbial Influenced Corrosion (MIC).

In the case of the OT-21 line, GC2 collects product from the WOA of GPB,
including approximately 15% of the production as viscous crude oil
production which commenced in 2002. The viscous crude stream has a
greater proportion of BS&W, and at times it also has sand fines (termed
“flour”) from the less well consolidated parts of the reservoir. This results in
‘upsets’ to the GC2 processing plant with consequential out of specification
processed crude oil being delivered to the OT-21 line and potentially on to the
Alyeska operated Trans Alaska Pipeline System (TAPS). In most cases, the
mixing with the processed crude at Skid 50 keeps the final product going to
TAPS within their specification; however, from time to time significant upsets
have caused problems for TAPS. For example, we were told that at least on
one occasion perhaps as much as 10,000 barrels of water may have been
unintentionally released from GC2. With such a release, it is most likely that
some water and also basic sediment were held back in the lower elevation
sections of the OT-21 line. The topography of this section of the line
combined with the low flow rate of the fluids creates the opportunity for
water and solids to separate out and settle in the bottom of the pipeline. It is
conceivable that several inches — or more — of water and solids with microbial
activity were present in the OT-21 line from one or a number of upsets. Also
the low flowrate (reported to be approximately 1 foot/sec) might result in
water and solids separation along the 17,000 foot pipeline length.

Pigging facilities are present in the GPB oil transit lines; although a regular
maintenance pigging-program was not in place to provide routine
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displacement of any sediment and water that may have accumulated in low
spots. In addition, there are few facilities to remove or handle the pigging
debris and concerns have been raised by Alyeska regarding the pigging debris
that may be generated during GPB oil transit line pigging operations and the
potential for this debris to enter TAPS.

With the advent of viscous crude oil production and the consequential
‘upsets’ in GC2 considerable attention has been paid to the processing plant
separator design and the chemicals, particularly the emulsion breaker but also
corrosion inhibitor. Changes to the chemical mix have resuited in much
smoother and more predictable operation of GC2 in the past year.

However there has not been commensurate focus on the OT-21 line and the
possible effects of static water and sediment present at the bottom of the

pipe. ! ‘

3. Findings and Recommendations

3.1 Process

Key Findings

= |n the past two years the strategic intent has moved from maintaining flat
lifting costs on a declining production volume to increased production
running to 2050. Additionally the existing CIC strategy document dated
1999 requires updating to cover all areas of GPB. This raises the need for
a change in the pipeline infrastructure management strategy and related
corrosion management system.

= BPXA is managing an ageing pipeline infrastructure. Overall corrosion
management has been good with line replacements being avoided but
now there is a requirement to commence a risk based pipeline
infrastructure replacement programme.

= The regulatory demand on the BPXA team (particularly CIC) imposes a
cyclical load that absorbs considerable resource.

= The advent of viscous oil production has created the potential for process
upsets in GC2 resulting in excessive BS&W content in the oil export line,
possibly promoting corrosion forming conditions. The use of an MOC
process to examine and mitigate the corrosion consequences from
process upsets is essential.

» Historically BPXA was acknowledged within BP as a leader in corrosion
management and inspection systems, but this had the potential for
creating a silo effect with little time spent on looking into other best
practices and strategies within BP and externally.

= The current inspection and leak detection regime will not necessarily-
minimise the likelihood of another significant hydrocarbon spill.
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Key Recommendations

3.1.1 Carry out a strategic full lifecycle review of the corrosion. management
system (CMS), processes and resourcing in the light of the 2" March ‘06
incident, the revised GPB 50 year business plan, and the new Group Integrity
Management Standard. This should include a review of the current fitness for
service criteria and CIC manning levels against the predicted future workload.
3.1.2 Develop a risk based replacement programme for the GPB pipeline
infrastructure to reflect the revised GPB 50 year business plan.

3.1.3 In the light of experience over a number of years, consideration should
be given in concert with the regulators whether the current detail and style of
reporting CIC work is appropriate.

3.1.4 BPXA needs to assure the Management of Change (MOC) process is
used in a holistic manner to consider the broader ramifications to pipeline and
facility piping corrosion of changes in process conditions.

3.1.5. A plan needs to be developed for Knowledge Management W|th|n
BPXA with a greater emphasis on learning from others across BP, and from
professional institutions and technology suppliers.

3.2 People

" Key Findings;

s In the present GPB operational model the CIC and the GPB operations
teams are deeply absorbed in delivering day to day operations and other -
demands, with seemingly little or no scope to consider longer term
issues. The effect of the U.S. Department of Transportation (DOT)
Corrective Action Order and the potential for further governmental
investigations will further increase demand on BPXA staff.

» The Mechanical Integrity Management Information Repository (MIMIR) is
the key data management tool currently used by CIC. Considerable
resources are being drawn towards managing the data within the MIMIR
tool. No evidence was provided as to the increased effectiveness of this
data management tool or to when its development would be deemed
completed.

= The CIC Team Leader and Senior Corrosion Engineer both left BPXA at
the end of 2004. A replacement Team Leader was recruited in Q1 of 2005
but was not able to take up the post until Q3. The Senior Corrosion
Engineer post remains vacant.

= There have been a number of changes in the GPB Field Manager's
organisation covering maintenance, reliability, integrity and operations
over the last year. The Operations Integrity role is currently vacant and the
Maintenance & Reliability Team Leader is fairly new into the position.
Such factors reduce the capacity of the teams to take a broader strategic
view of the corrosion management programme.

» The Operations Team Leader for GPB has a broad span of control
following the reduction from two to one Team Leader.
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= Corrosion and inspection knowledge and understanding seems to vary
across the GPB workforce. There are many specialists working in these
areas, but the review team felt those who work outside of corrosion
mitigation would benefit from corrosion and inspection awareness
programmes. For example, there was apparent confusion amongst site
operations personnel as to the capabilities and Iimitations of gmded wave
inspection techniques.

Key Recommendations
3.2.1 A “time out” should be taken to revisit and review the MIMIR data

management tool and need for any additional functionality versus the case for
not adopting an off-the-shelf package. This will enhance - the availability of
resources within the BPXA CIC department

3.2.2 The CIC team should undertake a review of its resource make—up to
match the forward needs as determined by the previously recommended
strategic review and subsequent revised CMS. The review should consider
the size and professional qualification of the resource together with a
development and training programme.

3.2.3 There is an urgent need to:
o Recruit and rapidly induct a successor for the vacant Senior

Corrosion Engineer position in CIC, and the Operations Integrity
Team Leader in the Field Manager’s organisation.
o Develop and implement a succession programme for key
positions in the CIC organisation.
o Review the span of control for key positions.
3.2.4. An MOC review should be carried out to identify and mitigate any risks
associated with the vacant positions.
3.2.5 Field-wide corrosion and inspection awareness sessions should be held
to address any future misunderstanding of corrosion mechanisms and
inspection techniques capabilities. This would enable a broader community to
support the efforts being made by GPB to prevent any spills, and provide a
better understanding of any decisions and changes made to the corrosion
management strategy.

3.3 Technology

Key Findings:

= The cause of the accelerated localised corrosion within the OT-21 pipeline
cannot be unequivocally determined without detailed internal evaluation of
the pipe; and even then evidence may have been lost or destroyed due to
the incident or if the pipeline needs to be pigged to de-inventory before
any failure investigation could be undertaken. The pitting associated with
the failure was found to be highly localized with a low aspect ratio. The
potential therefore for routine in-service detection at road and caribou
crossings of a similar damage mechanism using current external NDE
inspection methods is very low.
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fluid stream onto the bottom of the pipeline as a result of low velocity
flow (typically reported to be 1ft/sec), this creates ideal conditions for the
proliferation of Sulphate Reducing Bacteria (SRB) on the pipe surface. The
most likely cause of the accelerated corrosion is therefore believed to be
Microbial Influenced Corrosion {MIC) under sediment deposited onto the
bottom of the pipe.
Since the introduction of viscous oil into the GC2 process, operational
upsets in the GC2 facility have caused multiple excursions in the BS&W
content of the export oil entering the OT-21 line. '
Microbial agents may have survived the inhibition treatment {which also
acts as a biocide) possibly due to:

o adsorption of that chemical onto the “flour” fines exiting the GC2
facility ’

o inability of that chemical to gain contact with bacteria due to
shielding beneath static accumulations of solids and established
biofilm.

o microbes becoming immune to the incumbent chemical.

Change of emulsion breaker in 2005 may have negatively affected the
carry over of inhibitor into the OT-21 line.

The upset conditions occurring at the GC2 facility — reported to be 2 or
more a week on occasions - have not been examined and analysed for
trends and possible negative consequences on the pipelines downstream
of the facility. .
Apart from smart pigging of pipelines the current corrosion inspection
regime does not provide the capability to detect dispersed pitting
corrosion in buried cased pipe locations. Furthermore, the low velocities
in certain lines, the absence of pig launcher/receiver facilities for certain
well and flow lines, and little capacity for handling pigging debris mitigate
against a regular pigging programme.

The CIC NDE team is utilizing a number of emerging technologies such as
Magneto-strictive guided wave sensors, computed radiography and real-
time radiography to complement the more standard NDE techniques
used. Magneto-strictive guided wave sensors cannot be relied upon to
find isolated pitting but the consideration of other techniques is beyond
the scope of this report.

Current trials by the CIC team of wireless technology to monitor pipeline
corrosion via electrical resistance probes, if successful, represents a major
step forward that would ease pressures on CIC resources directed at data
collection and provide a more responsive approach to optimizing inhibitor
treatment to meet changing operating conditions.

The leak detection system on the GPB oil transit lines is a mass balance
type system. Although the system has been tested to verify it meets the
ADEC requirements for detecting leaks of 1% of flow, the flow
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characteristics of OT-21line during GC2 upsets negatively impacts the
system performance. Therefore, while the current pipeline leak detection
system can detect leakage above 1% within a 24 hour period in
steady/normal operating conditions, doing so during GC2 facility upsets
would be challenging. Further, process upset conditions create the need
for frequent recalibration of the leak detection instruments.

s The leak at OT21 was less than 1% and therefore would not have been
revealed by the leak detection system.

= BPXA is using external welded and bolted sleeves to repair the OT-21 line.
Use of external pipeline repair sleeves is allowed within ASME code.
Elsewhere in BP and the wider hydrocarbon industry sleeve repair of
hydrocarbon pipelines is not normally instituted as a permanent repair
where internal pitting corrosion exists in buried or subsea pipelines.

Key Recommendations

3.3.1,Prior to any maintenance or intelligent pigging, develop a proposal to
carry out a forensic evaluation of the OT-21 pipeline pitting corrosion
mechanism to assess whether such a mechanism could exist in other GPB

pipelines.

3.3.2 Smart pig the oil transit lines and other low velocity pipelines on a risk

prioritised basis to ascertain where dispersed pitting corrosion exists.

3.3.3. Pursue options for handling maintenance pigging debris.

3.3.4 Institute a review of the microbial burden across the GPB pipeline
system and assess potential corrosion consequences.

3.3.5 Evaluate the use of other guided wave technology such as GUL G3 and

Teletest Il to identify whether they are more reliable in detecting isolated

pitting flaws/defects. Additionally, conduct a review to identify any other

possible inspection techniques capable of detecting isolated pitting,

particularly at cased road and caribou crossings.

3.3.6 Where pipeline insulation is removed for inspection/repair and the pipe

is inaccessible consider installing a local leak detection capability {(eg. fibre

optic sensors in the insulation) prior to reinstatement.

3.3.7 The current Leak detection System (LDS) vendor and an independent

leak detection consultant should review the system re-calibration procedure

to assure optimum detectability.

3.3.8 A wider technology review of current leak detection methodologies

should be conducted, including a review of the recent testing and evaluation

of leak detection systems performed by BP Pipelines North America (BPNA)

and several BP major pipeline projects world-wide.

3.3.9 BPXA should review the regulatory requirements for sleeve repairs and

ensure alignment with proposals outlined by the DOT and be consistent with,

or exceed best practice at other BP Iocatlons ”

Report End.
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A. EXECUTIVE SUMMARY

In the early morning of March 2, 2006, a BP Exploration (Alaska) inc. (BPXA)
Gathering Center 2 (GC-2) well pad operator detected a hydrocarbon smell while
driving the pipeline road between GC-2 and GC-1 on the Western side of the
Prudhoe Bay Field. Being cognizant of his personal safety, the operator decided not
to Investigate alone, and continued on to the Base Operations Camp (BOC),
whereupon he verbally notified a Security guard and the GC-2 Area Manager. Upon
notification, the GC-2 Area Manager and another GC-2 well pad operator departed to
drive the same area and after about two miles, they too detected the smell. The GC-
2 Area Manager exited the vehicle, carefully climbed up on the piperack and
observed oil on the frozen and snow-covered tundra.

The GC-2 Area Manager immediately made a “Code Black™ (emergency spill
response) notification to the BPXA Communications Center. He and others then
worked to confirm the identity of the leak, as there are three pipelines adjacent to the
road. Over the next hour, the GC-2 Area Manager initiated the process of shutting
down Y and P Pads, the produced water line between GC-2 and GC-1, and all of the
GC-2 process facilities and wells pads.

The Mobile Command Center (MCC) was dispatched to the scene. The Incident
Command System was activated and a Unified Command structure put in place to
develop a spill response, clean-up and disposal plan.

There are 3 separate teams responding to this incident:
¢ Incident Response Team
¢ Business Resumption Team
¢ Incident Investigation Team

The Incident Investigation team, as per the Terms of Reference (Appendix D), was
assigned the following objectives:

Determine the facts and circumstances surrounding the incident

Establish the sequence of events

Review applications of management systems, practices, and their impacts
Compile the report to include incident and response description

®* & o o

Based on an educated assumption that the line failure was a result of corrosion, the
investigation team has inquired into the following subject areas:

Chronology of events leading to the line failure

History of the GC-2 to GC-1 34 inch pipeline

Production and operations history that is pertinent to the failure
Performance of the leak detection system

History and performance of the corrosion and inspection program

The maijor factual findings, which are further substantiated and elaborated on in this
report, are as follows:

_4-
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1._Response to the Leak

The notification and identification of the leak was immediately acted upon in a
timely manner

The shutdown occurred in a logical, expeditious and safe manner

On March 10, 2006 the Unified Command agreed upon a preliminary spill
estimate of 201,169 gallons (4800 barreis) plus/minus 33 percent for a range
of 134,783 gallons to 267,555 galions

2. History of Line

The GC-2 to GC-1 line has a design pressure of 740 psi

The current maximum allowable operating pressure (MAOP) is 500 psi.
Although the line itself was not explicitly derated from its 740 psi rating, the
skid 50 bypass connected to it was derated in 1997, and as a result lowered
the entire GC-2 to GC-1 segment to 500 psi. Current operating pressure is
63-91 psi

Smart pig runs were conducted in 1990 and 1998

The line has been covered by a comprehensive risk-based corrosion
monitoring and management program since the early 1990’s

Production rates from GC-2 through the pipeline were Y4 of peak rate

There have been no previous leaks or repairs made to this line

3. Production Operations

There were no operational upsets, i.e., high pressures or rates, that seemed
to initiate the leak

The introduction of viscous oil over the past few years has resulted in higher
BS&W content in the GC-2 to GC-1 oil export line and more plant upsets
GC-2 was experiencing high Basic Sediment and Water (BS&W) the week
prior to the leak

4. Leak Detection System

The leak detection system alarms went off several times during the week
preceding March 2, but were ruled out as a spill because of the high BS&W in
GC-2 and negative alarm readings on the adjoining segment of line. The leak
detection did not sound on March 1% or March 2

Based on the hole size in the pipe, the maximum flow rate is calculated to
have been 1000 to 1300 barrels of oil per day (bopd)

Based on an estimated mean spill volume of 4800 barrels of oil, the leak
would have been going on for at least five days and probably much longer
The leak detection system was working at the time during the incident. We
can not identify the event even after the fact.

Due to process upsets and the non-steady state nature of the process, leak
rates of less than 1% may not be detected by this system. It is designed to
identify a 1% leak over 24 hours

.5-
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The Prudhoe Bay leak detection system, including the GC-2 to GC-1 line
segment, was tested and witnessed by ADEC in December 2002 and passed
the 1% over 24 hours criteria

Procedures exist for dealing with positive spill alarms. The established
procedure was followed

The GC-2 to GC-1 oil export line segment has a documented history as being
the least accurate in the Prudhoe Bay system due to more BS&W fluctuations

5. Corrosion and Inspection

Buried caribou and road crossings are not capable, without excavation and
sleeve removal, of being inspected via Ultrasonic Thickness (UT) technology
UT surveillance points on aboveground sections of the line were used to
confirm and calibrate the 1998 smart pig run :
The leak location showed only 9% wall loss in the 1998 smart pig run

Based on numerous surveillance points and corrosion coupons, this line was
seen as low corrosion likelihood .
Guided wave UT inspections done both prior to and post leak at the leak
location do not show evidence of internal corrosion, nor would it be expected
to. . )
With the exception of smart pig runs, there isn't a way to directly monitor
internal corrosion inside of cased pipe (road and caribou crossings) without
having to excavate the crossing and remove the outer casing from the pipe
Since the leak, UT inspections are suggesting a significantly higher corrosion
rate over the past six months since the last set of UT inspections on the
aboveground sections of the line in September 2005

There was some evidence of a slight increase in corrosion rates beginning in
2004 and, aithough they were not alarmingly high, increased inspections were
scheduled for 2005

The increased inspections that were scheduled in 2004 were inspected in the
fall of 2005 and the UT inspections again showed a slight increase. As a
result of these inspections the line was placed on a biennial monitoring
program and a smart pig run was scheduled for 2006 and funding was
secured

A change in the fall of 2005 in emulsion breaking chemicals inside GC-2
coincide with the time of the recent increased corrosion rate

Evidence exists of bacterial growth in GC-2

Evidence exists that carry over corrosion inhibitor is less in GC-2 than in
similar facilities

Facts suggest that the increase in corrosivity in this line may be due to
increased bacteria activity from growth in GC-2 and lack of sufficient inhibitor
carryover
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B. CHRONOLOGY
(See Appendix A for the detailed Sequence of Events)

On Thursday, March 2, 2006 at 5:30 a.m., a GC-2 well pad operator notified the GC-
2 lead operator, a Security guard, and the GC-2 Area Manager that he had just
driven the GC-2 to GC-1 line segment and had noticed the smell of hydrocarbons.
Being cognizant of his personal safety, the operator had decided not to investigate
alone, and had continued on to the BOC to make the natifications.

Following this notification, the GC-2 Area Manager and another GC-2 well pad
operator immediately departed the BOC to drive the pipeline road to investigate.
After traveling two miles driving slowly, they too detected the hydrocarbon smell.
They swept the area slowly with a truck spotlight, looking for indications of a leak or
heat plume. While passing near the first caribou crossing from the GC-2 end of the
pipeline road, heading east, the well pad operator thought he noticed a small heat
plume. The GC-2 Area Manager exited the vehicle and approached the pipelines but
still could not detect the leak. He informed the well pad operator that he was going to
walk out on the snow covering the pipelines and proceeded to carefully do so, taking
care to distribute his weight evenly to protect from snow caves. After ascending onto
the pipeline, he saw an open snow cave with liquids running off what appeared to be
the third pipeline in from the road. He removed himself to a safe location and called
GC-2 and the Central Control Room and activated a “Code Black” (emergency spill
response). The BP Communication Center logged the Code Black at 5:58 a.m.

BPXA began to immediately notify relevant agencies, including the Alaska
Department of Environmental Conservation ("ADEC") through a call to the Alaska
State Troopers at 6:15 a.m., the Alaska Department of Natural Resources at 6:20
a.m., the North Slope Borough at 6:22 a.m. and the Environmental Protection
Agency (“EPA”) through a call to the National Response Center at 6:25 a.m.

Both of them stayed on location and were joined by other operators and they all
worked to determine which of the three pipelines adjacent to the road had the leak.
At 6:15 a.m. it was initially believed that the leak was on the Y/P LDF (large diameter
flowline).
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The GC-2 Area Manager called to have the pads shut in immediately. They then
proceeded to shut down the Produced Water line from GC-1 at 6:27 a.m., which took
less than 30 seconds for the pressure to bleed off. Finally, at 6:47 a.m., the GC-2
Area Manager called for GC-2 to be shut down which took approximately 10 minutes,
and at 6:49 a.m., the block valve that isolates GC-2 from the Oil Transit line was shut
in. The flow immediately ebbed and by 9:00 a.m. the leak had stopped. ‘
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C. HISTORY OF THE GC-2 OIL TRANSMISSION LINE

1. Background

The GC-2 Oil Transit Line runs from GC-2 to Skid 50 as shown in the following

schematic:

Blinded in
4Q 1998

Skid 50

The pipeline is continuous but is divided into three segments as follows:

GC-2 to GC-1 ~16,573 feet (OT-21)
GC-1to GC-3 ~11,420 feet (OT-13)
GC-3 to Skid 50 ~13,881 feet (OT-31)
Total: ~41,874 feet (7.9 miles)

Design and relevant operating data are shown in the following table:

Outside Diameter (OD — inches)

34"

Nominal Wall Thickness (inches)

0.375" (3/8 ths of an inch) + 12% Tolerance

API 51 X52 (standard material)

Material Specification:

Design Code ASME B31.4
Year of Commission 1977

Design Pressure 740 psig

Current MAOP

500 psig (line was de-rated in the late 1990’s as a
result of corrosion in the Skid 50 by-pass line)

Typical Operating Pressure

< 100 psig

Typical Operating Temperature

110-130 F (exit dehydrators at GC2)

Fluids

Sales Specification Crude Oil:
o BS&W 0.35%
e Final Separator P: 14-16 psig
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2. Line Integrity Overview

The BPXA corrosion inspection program is summarized below and is described in
more detail in Section F of this report and in Appendix C.

Internal corrosion: The threat of internal corrosion in sales quality crude oil lines is
commonly thought of as low because most of the water and gas has been removed
from the fluids at the gathering centers. The risk is increased with (1) decreased flow
rate and (2) increased BS&W, which allow water pockets to build up with time. Line
condition pre leak is discussed in more detail in the corrosion and inspection section.

External corrosion: The threat of external corrosion is similar for all of the piping in
the Prudhoe Bay field. Moisture from rain, melting snow or dew has the potential to
migrate into the insulation which provides the right conditions for oxygen attack. The
hotter the piping, the higher the risk. On this line the risk is generally considered to
be lower than other areas of the field because:

1. The 3-piece design of the insulation does not trap water like some other
designs do

2. The pipeline has a corrosion resistant coating in the cased sections
Corrosion Coupon & Probe Monitoring: Corrosion monitoring coupons are located
in GC-2, GC-1 and at Skid 50 which see representative fluids entering the pipeline.
All are below the target of less than 0.002 inches (2 mils) per year target.

Inspection Programs: The following inspection prograrhs are in place for the GC-2
to GC-1 segment of the pipeline.

Inspection Program Primarily Looks Frequency Number of
For: ' Locations

Corrosion Rate Monitoring [ Internal Corrosion | Biannual 9 - Formally

(CRM) Established in
September 2005

Comprehensive Program | Internal Corrosion | Annual ~50

Cased Piping External Depends on findings 14 out of 16.
Casings. Plan is to
permanently install
on all.

Walking speed - Visual External Problems | 5 years Whole Line

Inteliigent Pigging Internal & External | Every 8 years (1990, Entire Line

Corrosion

1998, was scheduled
for April/May 2006)

A recurring risk based inspection program has been determined to be the best
measure to identify equipment at risk, Prioritization of inspection surveys is
determined by average temperature of the equipment, age of equipment or the last
time a complete screening process was completed. Cased piping examinations are
achieved through in-line inspection or relatively new non-destructive examination
(NDE) technologies such as guided wave and electromagnetic inspection.

-10-
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3. OT-21 Pressure Derating and 1998 Smart Pig_

Management of Change (MOC) 97354382, dated July 24, 1997 formally derated the
GC-2 Oil Transit Line to 500 PSIG per PMP # 97-088, dated July 2, 1997. The
recommendation to derate the entirety of the line was based on both internal and
external corrosion at the Skid 50 by-pass and a calculated MAOP of 572 PSIG on the
by-pass section of the line. The lowest calculated MAOP for the OT-21 segment was
653 PSIG. However, the entire line carried the derating of the lowest calculated
MAOP — that of the Skid 50 by-pass loop. The MOC was implemented around April
1, 1998 and recommended that the line be smart pigged that summer. That
recommendation was acted upon and the line was pigged in the summer of 1998.

The 1990 smart pig run noted nothing of significance for the oil transit line. The 1998
smart pig run on the other hand showed moderate internal and external corrosion.
The smart pig identified many areas of both internal and external corrosion on the
OT-21 segment of the oil transit line of between 30% and 50% wall loss. The
accuracy of the smart pig data was confirmed with follow-up UT inspections. The
1998 smart pig run also identified six specific areas inside this caribou crossing
where internal corrosion pitting was occurring. Percent wall loss at these six
locations in this particular caribou crossing showed a relatively low line wall loss of
between 5% and 25% (B and C rankings). The leak location was one of these six
locations and had a wall thickness loss of 9% in the 1998 pig run.

In September 2003, the decision was made to abandon the skid 50 bypass line.
However, as a result of the1998 smart pig run and the yearly data that had been
gathered on the OT-21 segment, the decision was made to keep the line rated at 500
PSIG instead of rate it back upwards. Condition of the OT-21 line pre-leak is
discussed in more detail in later sections of this report.

-11-



1. Production Operations

Sales quality crude oll from GC-2 is transported to TAPS Pump Station 1 (PS-1) via
the GC-2 to GC-1 (OT-21) oil transit line. Operational factors affecting this line have
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D. PRODUCTION OPERATIONS

been identified as pressure or flow rate upsets, changes in production fiuid quality
relative to viscous oil production, and a reduction in fluid velocities due to overall

reduced oil production since field startup in 1977. These factors combine to create

the production operational parameters presented in this report.

2. Production Upsets

Electronic data retrieved from the Production Control computer system and graphed

below indicates that normal operating parameters were present prior to the leak

discovery. The only item of note recorded from February 16™ thru March 2™ occurred
during the shut-in process when pipeline pressure increased from normal operating

pressure (approx. 80 PSI) to 209 PS.
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3. Viscous Qil Production

Electronic data collected during the investigation and graphed below documents an
increase of viscous oil production at GC-2 from approximately 1,500 BPD in January,
2000 to a production high of 16,098 BPD on October 30, 2005. GC-2 produces more
viscous oil than any other facility on the North Slope and today represents
approximately 15% of total GC-2 production.

The increase in viscous oil production at GC-2 has, however, resulted in an increase
in Basic Sediment and Water (BS&W) entrained in the production fluids as they
leave the GC-2 facility and are carried through the OT-21 line.

Percent of Viscous Oil of Total Production
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10‘m% e er et ¢ wmet e St 1 e o s ¢ bt i e R & b 1

5.00%

0.00%
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The electronic BS&W statistical data collected between 1/1/2000 through 2/28/2006
is graphed below and indicates a steady increase in mean BS&W as viscous oll
production rates increased through GC-2.

Viscous Production vs. BS&W
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4. Production Rates

Prudhoe Bay oil production output has fallen by nearly 75 percent from its peak in
1987. As discussed and diagrammed below in Section F of this report, the resultant
decrease in production of oil through GC-2 has reduced the overall flow rate of oil in
this segment of the Oil Transit Line by nearly a factor of four.

S 14-
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E. PRUDHOE BAY LEAK DETECTION SYSTEM

1. Summary

The Prudhoe Bay leak detection system covers oil transit lines from all of the
production facilities at Prudhoe Bay and Lisbumne to PS-1. As described below, the
system is divided into individual segments for purpose of leak detection. The OT-21
line from GC-2 to GC-1 is termed segment 3 and the line from GC-1 to Skid 50 Is

termed segment 4.

R N o B

Seg 3 Seg 4 ISKSO I Seg7 | Seg6 Seg 5

i |
L
Seg 8

PS1 Seg 1 LPC Lisburne
Pipeline

Prudhoe Bay Leak Detection System Segments

The leak detection system works by using a daily mathematical accumulator to
measure positive and negative volumes between the meters at the beginning and
end of each segment. For segment 3, the daily accumulator looks at the daily
volume measured at the GC-2 sonic meter minus the daily volume as measured at
the GC-1 sonic meter. For each segment, four alarm points are set: high/high, high,
low and low/low. The high/high alarm set point for the system is set at approximately
0.5% of the average flow rate over a 24 hours period. For segment 3, the high/high
alarm point is 440 bopd. Following is a graph of the daily accumulator rates for
segment 3 for the week preceding March 2, 2006.

. 15-
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Thu Feb 23 12:00:00 AM Alaskan Standard Time 2006 to Thu
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High/high alarms were noted by the automation engineer in their Leak Monitoring
Tuning Log on February 25 through February 28. The Eastern Operating Center
(EOC) Specialists, who monitor the alarms, also keep an event message log which
confirms the high/high alarm readings on the times noted above. As shown in the
preceding graph, the magnitude of the high/high alarms ranged from 440 bopd to
600 bopd. Starting on February 25, the notes in the Leak Monitoring Tuning Log
note that GC-2 had been producing water on a regular basis and that segment 4 was
mirroring negative readings as shown in the following graph.

GC2 Segment 3 and 4 Leak Detection Data

2/25/2006
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Based on the known GC-2 BS&W upsets that were occurring and the fact that line 4
was mirroring segment 3, the Leak Monitoring Tuning Log system states that the
readings were interpreted as an error in the meters and both segment 3 and 4 were
reset on each of these days (13:07 on the 25"; 06:49 on the 26" 07:45 on the 27™;
and 08:24 on the 28"). Our conversations with the automation engineers and the
EOC Specialists who monitor the leak detection system confirm this statement.
During this timeframe a tuning adjustment was also made to the leak detection
system at 08:12 on February 28". There was no high’high alarm detected on March

1 or March 2.

To try and determine how long the leak may have been occurring and at what rate,
the rate of pressure bleed down after GC-2 and OT-21 were shutdown was used to
estimate an equivalent hole diameter of 0.4 inches. An impression of the actual hole
in the pipe measures roughly 0.25 inches by 0.5 inches. The equivalent diameter of
this hole approximates the 0.4 inches calculated from pressure bleed down data.
Based on this equivalent diameter, it is estimated that the maximum leak rate could
have been in the range of 1000 to 1300 bopd at an operating line pressure of circa
80 psig. On March 9, 2006, the Unified Command released a joint estimate with an
agreed upon estimated size for the spill of 4,800 barrels plus/minus 33 percent or
between 134,783 gallons and 267,555 gallons. Based on the mean estimated spill
volume of 4,800 barrels, the leak is estimated to have been going for at least five
days. As a result of shutting down the GC-2 flow to GC-1, there was a pressure
spike in the line that went to 239 psi for a short duration. This could have also
impacted the final hole size. In consideration of this pressure spike, the fact that the
hole most likely grew from the inception of the leak, the fact that insulation around
the pipe would have caused a flow restriction and the uncertainty of how much of the
final hole size may have been created as a function of removing the insulation, it is
very likely, although impossible to prove, that the majority of the leak was most
probably occurring at rates less than 1000 bopd.
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2. Detailed Description of the Prudhoe Bay Leak Detection System

The Prudhoe Bay leak detection system Is designed around a 1% detection threshold
over a 24 hour period and utilizes either sonic flow or turbine flow meters that
compare the flow rate into a given segment of pipe versus the flow rate out of that

segment of pipe. The 16,573’ of 34" line between GC-2 and GC-1 is referenced as

Segment 3.
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Prudhoe Bay Leak Detection System Meters

T8~




195

Theoretically, with no process fluctuations at GC-2 and no leaks in the pipeline, the
measured flow rate at the sonic meter at GC-1 should be identical to that of the rate
at the sonic meter measured at GC-2. Practically this is not the case. Due to
process upsets (BS&W) and the non-steady state nature of the process, leak rates of
less than 1% may not be detected by the system. As a result, it is designed to
identify a 1% leak over 24 hours by use of a mathematical accumulator that adds up
the delta of measured flow rates (GC-2 minus GC-1). It is also worth noting that the
high-high alarm is set at a leak rate of approximately 0.5% to add a level of insurance
to try and act on an event more quickly than if set at 1%. How the system works is
that a positive accumulator number would indicate less oil coming out of GC-1 than
what is going in at GC-2 and conversely, a negative accumulator number would
suggest more oil exiting GC-1 than what is entering at GC-2. The graph below shows
a week long history of minute by minute readings of GC-2 minus GC-1 for the week
prior to the spill.

Thu Feb 23 12:00:00 AM Alaskan Standard Time 20086 to Thu Mar 02
11:58:00 PM Alaskan Standard Time 2006

-10

The graph illustrates a continual swing of positive and negative readings, with the
absolute swings being in the 4 barrel per minute range. At 4 barrels per minute, this
is the equivalent of 5760 bopd or just under 6% of a 100,000 bopd nominal flow rate.

To compensate for these dynamics, the ups and downs are smoothed using the
accumulator and are looked at on an hourly basis as shown below over the same
timeframe.
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Thu Feb 23 12:00:00 AM Alaskan Standard Time 2006 to Thu Mar 02
11:58:00 PM Alaskan Standard Time 2006

-100

This graph still shows quite a variation in both negative and positive swings in the
system on an hourly basis. As a result, it takes one further smoothing over a 12-24
hour period of the accumulated data to detect a small leak.

The graph below illustrates the uncorrected delta in dally meter readings from
September 2005 to March 2, 2006.

This graph shows that there are three meters at GC-2: orifice plate meters and two
sonic meters. All measure the meter readings at GC-2 minus the readings at GC-1.
The blue curve is the delta between the summation of the orifice plate meters and
the sonic meter at GC-1; the white curve is the delta between the first sonic meter at
GC-2 and the sonic meter at GC-1; and the red curve is the delta between the

-20-
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second (newer) sonic meter at GC-2 and the sonic meter at GC-1. Note the
magnitude of the differences between the three sets of meters is in the 1000 to 2000
bopd range. The spikes are usually associated with some sort of process upset.
When this happens the EOC Specialists follow the Leak Detection Monitoring and
Response Procedure and the systems and procedures outlines in the GPB Leak
Detection System Overview, both of which are attached in Appendix C, to evaluate
what is happening in the plant and the line. As described in those documents and
discussed below, they must continually reset the accumulator and work to re-tune the

meter factors for improved accuracy.

In 2005, BPXA evaluated the Prudhoe leak detection system to see if it could meet a
0.5 % leak detection threshold being considered by ADEC in a proposed rulemaking.
The analysis concluded that meeting a 0.5 % leak detection threshold is not feasible.
Nonetheless, as stated above, prior to the leak the system was set to alarm at
approximately 0.5%. The 2005 analysis also determined that segment 3 has a high
number of false alarms and a lot of unsteady state conditions — more than any other
segment. Most of the false alarms are ruled out as process upsets due to high water
content in the exported crude and the mirroring of a neighboring segment of pipe with
negative readings. In the absence of these two facts, a request is made for the pipe
1o be either driven or flown over. According to the Leak Detection Monitoring and
Response Procedure, it is the responsibility of the EOC Specialist to make this call,
in consultation with the automation engineer, the Leak Detection Technical Authority,
and other available resources. Below is a summary of the high and low alarms and
number of resets and retuning that occurred from July 2005 through February 2006.

Meter Tuning Log Seg 3 Data
July 2005 to February 2006
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In summary, based on the minute by minute flow rate fluctuations, known process
upsets and fluid composition changes, it is a challenge, if not next to impossible to
detect instantaneous leaks of less than 1%. As a result, in order to detect a 1% leak,
it will require 12 to 24 hours at a minimum to confirm the trend. Even then, because
of the false alarms associated with the system in general and long term process
upsets in particular, leak detection at the 1% threshold would be challenged.

~22 -
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F. CORROSION INSPECTION PROGRAM

1. Overview

The best source of information on the BPXA corrosion inspection and monitoring
program is the publicly available Annual Report for the Year 2004 that BPXA
submitted to ADEC in March 2005 on its Commitment to Corrosion Monitoring. This
was the 5™ such Annual Report and provides a detailed look on a yearly basis of
BPXA'’s corrosion management and monitoring program for non-common carrier
pipelines on the North Slope. Its contents reflect the Comrosion Work Plan jointly
agreed to between BPXA, ADEC, and ConocoPhillips in 2000 as well as feedback
from ADEC on previous Annual Reports and the twice-per-year meetings with ADEC
on BPXA's corrosion inspection and monitoring program. Both the Work Plan and
Appendix 3 to the March 2005 Annual Update, Corrosion Management System, are
included in Appendix C.

Following is a high level summary of the program with an emphasis of those
components of the program to better understand the internal corrosion activity in OT-
21 and factors that have affected the recent and sudden increase in the rate of
corrosion activity. Specifically, we look at:

« Interal condition of OT-21 pre leak
o Factors that affect internal corrosion of OT-21
¢ Known factors and actions taken

2. Pre-leak Condition of OT-21

Historical and current inspection programs provide insight into the pre leak condition
of OT21.

e 1990 Smart Pig Inspection: OT-21 was inspected via a Pipetronix first generation
(P1) smart pig in 1990. The following Table summarizes the results of that
inspection.

1990 Smart Pig Data
Wall Loss Indications
0-20% 22
20%-40% 30
40%-60% 6
>60% 0
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CIC followed up the 1990 smart pig with manual UT (Ultrasonic Thickness)
measurements to verify the smart pig data. The UT data showed a maximum loss of
32% with a minimum remaining wall of 0.265 inches. According to the UT results, the
smart pig had significantly overestimated the amount of damage to OT-21,

o 1998 Smart Pig Inspection: OT-21 was again inspected using a Pipetronics smart
pig (Generation 2) in 1998. As can be seen from the following figure, the 1998 smart
pig run found quite a few more corrosion indications than were found in the 1990

smart pig run.
Oll Transit-21 S Pig

S8 Ext Poak Depth (% t) 98 Int Peak Depth (M t)

1,700 3,400 5,100 6,800 8,500 10,200 11,900 13,600 15,300 17,000
Chainage (ft)

According to the 1998 smart pig run, the maximum internal corrosion loss was
approximately 50% of the wall (corresponding to 0.187 inches wall remaining). As in
1990, the 1998 smart pig run was followed up with manual UT measurements.
Unlike 1990, however, these follow-up manual UT measurements largely confirmed
the results of the smart pig. The resuits of both the smart pig and UT inspection
indicated that there had been continuing internal corrosion damage between 1990
and 1998. However, while experiencing some corrosion, OT-21 was well within the
BPXA *fit for service” criterion. The basic fitness-for-service criterion used by BPXA
is ANSI/ASME B31G - 0.100 inch wall thickness or a thickness required for 105%
MAORP (the specifics of the fit-for-service definition are discussed in greater detail in
the above referenced Appendix 3 at section 3.3.5 to the 2004 Annual Update
included in Appendix C).

The amount of wall loss at this particular caribou crossing at the site of the leak was
reported to be 9% in the 1998 survey,

o Post 1998 UT Inspection program: No smart pigs were run between 1998 and the
present. However, information on the condition of the line can be obtained from the

UT inspection program resuits from 1999 to 2005. Those results from the UT internal
corrosion inspections over this timeframe are shown below.
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UT Inspection Data Summary OT-21 from 1999 to 2005

Number Wail
of Maximum | thickness | Location | Min wall
Number | locations rate of | atlocation | # of point | thickness
of showing | corrosion with with of all Location
Locations | corrosion | activity highest highest | locations | with min
Year | Inspected | activity MPY activity activity reported wall -
1999 15 1 13 0.230 229 0.180 262
2001 21 0 0 0.180 262
2002 20 2 21 0.240 136 0.180 262
2003 21 0 0 0.180 262
2004 15 1 3 0.260 7532 0.180 262
2005 47 7 32 0.300 263 0.140 14168

MPY = mils per year. One mil = 0.001
inches of wall loss per year.

Note: There were no UT evaluations in 2000

Only a few points (4 out of 92) showed an increase in corrosion activity from 1999 to
2004. This indicates that corrosion was not highly active during this period. In
addition, the fact that the location showing the highest increase in activity kept
changing from year to year is further evidence of minimal and random corrosion
activity. The sporadic rate increases during the 1999-2004 period did not give rise for
concern since the locations at which they were measured could withstand many
years of similar corrosion activity (rate) before becoming unfit for service.

Further evidence of low corrosion activity comes from the observation that during this
time period there was no further wall loss at the location historically reported with the
minimum wall thickness (most historic corrosion activity) on OT-21, Location 262
which remained at a constant wall thickness of 0.180 in.

Clearly though something began to change in 2005 when the data from seven
locations inspected in September/Oc_:tober 2005 showed an increase and the
corrosion activity was the highest it had been over the past six years at 32 MPY. As
a result, the OT-21 section of line was put on a biennial rate monitoring program and
a smart pig run was scheduied for 2006.

This sudden increase in corrosion rate is shown in the following table and shows a
representative sample of the data from 2005 inspection locations including all of the
locations that showed an increase in corrosion activity in 2005. More importantly, the
results of the UT inspections that were just conducted after the incident have been
compared to the last set of data for that same location.
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oT21 ) tion Data with | in 2005

P

11
112
13
115§
18}

e P N P
Location |10 2a 30 4010 20 30 4c |10 20 3 4010 20 30 4aj10 20 30 4010 20 3Q 4Q 10 20 30 4Q{1Q 20 30 40|10

©/.260 = OMPY, .260 wal lef at reading site
MPY trom test point >30 MPY
MPY rom last point <=20MPY
MPY Zero - no change in wall thickness.
Indicates duration ot inspection intervel

What the above table shows is the status of a particular inspection point from one
point in time to the next point in time that the location was inspected. As can be
seen from the extensive and long term green and yellow bars, corrosion activity was
very low for the majority of these locations through at least September/October 2005
-- the date of the last inspections that BPXA had for the line prior to the March 2,
2006 leak. In other words, the sudden increase did not begin to occur until sometime
after the last date that measurements were taken in the fall of 2005. As already
mentioned above, there was only one location shown in red above that was known
prior to the spill — location 263. However, while not a concern on an individual
location specific basis because is had 0.300 wall remaining, the collective picture did
cause some concern and actions were taken to increase the frequency and nature of
the review of the line as discussed above and in more detail below.

The remainder of the red bars are based on inspections done at that particular
location after the leak. The post leak inspection data, i.e. all of the data collected in
the past few weeks clearly shows that something has drastically changed as nearly
all locations that have been UT inspected show a large increase in corrosion activity
with measured rates in the 40-80 MPY range.

e Guided Wave UT: Road and Caribou Crossing Inspections

The May 2005 Annual Report discusses in detail the BPXA inspection program at
buried road and caribou crossings on the North Slope. In particular, it describes the
Guided Wave UT inspection program for these areas. A guided wave UT was
recently conducted at this particular caribou crossing and another was just conducted
after the incident. Neither of these inspections, however, shows evidence of internal
corrosion on the pipeline. This is largely because the guided wave UT method
mainly detects large volumetric metal loss. As a result, by design it is not as
sensitive to internal pitting as it would be to large amounts of external corrosion
which, prior to now have been viewed as the main corrosion threat on the North
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Slope at cased crossings. BPXA is in the process of implementing a guided wave
UT Inspection program that will provide repeated scans over the same area that
should be better able to detect changes in external corrosion activity. Without
excavation and removal of the outer casing from the pipeline, smart pigging is the
only accurate way to determine the condition of cased or buried pipelines with
respect to internal corrosion. As stated above, a smart pig was scheduled for this

line in 2006.
e Corrosion Coupon Data

The graph below shows data from corrosion coupons installed in the oil transit line
between GC-2 and Skid50.

GC2/GC1/Sk S0 Processed Oit Corrosion Monitoring
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As can be seen from the graph, the coupon data are all well below the target
corrosion rate of 2 MPY. Some slight pitting has been observed over the years, but
nothing excessive. The coupon data does not show any evidence of increasing
corrosion trend. This may be explained by the fact that the coupons are in the flow
stream and the corrosion damage appears to be primarily located on the bottom of
the line on certain uphill runs.

In summary, the above discussion indicates that there was existing pre-leak
corrosion damage to OT-21 that was known to exist. However, the data also shows
that the line easily met the “fit for service” criteria. The UT data also indicates that
internal corrosion was largely under control until sometime between late 2005 and
now. Neither guided wave UT at the caribou crossing nor corrosion coupons showed
any-indication of an increase in corrosion activity.

3. Potential Factors for Increased Internal Corrosion Rate

In an attempt to analyze what could have caused the rapid increased corrosion
activity over the past six months, we looked at numerous factors that might have led
to the sudden increase in internal corrosion activity observed after the leak.
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e Water in the OT-21 Line

Water must be present in the line for internal corrosion to occur. The smart pig data
from 1990 and 1998 shows that corrosion had occurred slowly over time, therefore
water must have been present at sometime in the past. Likewise, the recent
increased corrosion rates also would have required water.

To help with the analysis, we calculated the flow velocity of fluids through the OT-21
based on production rates from 1990 forward. Those historical rates are shown
below in feet per second.

OT-21 Historical Velocities - fps
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Next, we modeled the OT-21 pipeline and determined that a velocity of about 8 ft/sec
would be required to sweep residual water from the line. This would be true even at
various inclinations like that at the caribou crossing. Based on these two data points,
we can conclude that with a velocity of 4 fsec or less, water has likely been present
in the OT-21 line since at least 1990 and probably long before that given the fact that
corrosion was found in the1990 smart pig. Therefore, although Section D of this
report shows the relationship between the increase in Viscous Oil production at GC-2
and the resultant increase in BS&W carryover into OT-21, water was present long
before Viscous Oil although likely in lesser amounts.

e CO2

CO2 is widely present in Prudhoe Bay fluids and if uncorrected for can cause

_corrosion. However, the crude oil leaving the GC- 2 production process is
depressured to 15 psig in the last separation vessels. As a result, the fiuids should
be in equilibrium with CO2 in the gas at that pressure. Corrosion predictions show
that this amount of CO2 would produce a corrosion rate of 8 MPY, far below that
observed in the last six months on the OT-21 line.
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e H2S

H2S is known to be present in the GC-2 inlet separators at 20 ppm and builds
somewhat throughout the facility. However, by itself it does not reach levels that
could cause the corrosion rates observed.

¢ Erosion

Erosion of the inside of the wall of a pipeline can and does occur in certain instances,
especially where sediment is present. However, the velocities shown in the above
graph for this line are much too low for erosion, even if increased BS&W and Viscous
Oil “flour sand” is carried over into the OT-21 line.

e Water Chemistry

No significant changes were found in water chemistry or pH since 1995.

o Well Activities

No evidence was found of recent significant changes in well fracturizations or
acidizing work upstream of GC-2.

o Under Deposit Corrosion

The pipeline was not directly opened up to view what is inside it at this location. As a
result, there is no direct evidence for or against under deposit corrosion at this time.
However, the mechanism associated with under deposit corrosion is usually a longer
term corrosion issue and by itself would not be expected to suddenly increase and
produce the rates observed.

e Corrosion Inhibition

In 2006, the annual budget for the BPXA Corrosion, Inspection, and Chemical (CIC)
program was $62 million, an increase of 80% from 2001. A large portion of that is
spent on corrosion inhibitors to add to the produced fluids system. These corrosion
inhibitors are water soluble and carry over in small amounts into the production
facility and the downstream piping leading from it. The same would be true for GC-2
and the OT-21 line. BPXA enhanced its corrosion inhibition program in the mid-
1990’s and corrosion inhibitor usage has increased from 1.62 million gallons in 1995
to 2.71 million gallons in 2004. This increase is likely responsible for the reduction in
corrosion activity observed in OT-21 after 1998. Changes in inhibitor or inhibitor
carryover could affect downstream corrosion rates.

Records show that two corrosion inhibitors have recently been used — Nalco
01VD121 (2002 to September 2004) and DVE4D002 (September 2004 to October
2005). The facility returned back to using Nalco 01VD121 in October 2005. While
this fact alone might lead one to look into its potential impacts on the recent
increases in corrosion rates, that fact is unlikely since it was used successfully from
2002 through September 2004 with no resultant increase in corrosion rate over that

timeframe.
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Inhibitor carryover was tested by Nalco on samples of produced water from GC 1, 2
and 3 and FS 1, 2 and 3 in February 2005. As shown below, this data shows GC-2
had the least carryover of corrosion inhibitor of the six facilities. At 17 ppm the
amount was 30% of the average of the other GC's or FS's. Upstream inhibitor
injection appeared normal at this time. This low leve! of corrosion inhibitor carried
over into the OT-21 pipeline system could contribute to an increase in corrosivity of
the GC-2 water in the line. The reason for this low level of corrosion inhibitor
carryover is not totally known. However, facts suggest it could be the result of the
additional solids brought in by Viscous Oil production into GC-2. Increased solids
provide sites for adsorption of the corrosion inhibitor, which would then reduce the
level of residual corrosion inhibitor in the water. Because of the increase in Viscous
Qil production and the resultant increase in BS&W, GC-2 has had to experiment with
various emulsion breakers to try and address the BS&W upsets. Because of the
various chemical interfaces this too could have contributed to the reduction of
corrosion inhibitor carryover.

bp
Filming Inhibitor Test Results
140
Sample Residual 7
Site ppm 120 &
» A GC-1 64 100
»B GC-2 17
»C 6C3 47 . gau .
»D F51 54 | 8§
»E F82 68 3 60
» F FS-3 49
»G LPC 129 40 +
» 3 Uninhib PW 0 20 :
o= ; U - y
» Potential for corrosion in PW system 8 D EF G 3| GC2LowestCarryover of
» GC-2 > GC-1, GC-2, FS-1, FS2, FS3 > LPC Location all GC’s/FS’s
2005 13 T
e Bacteria

Bacteria, particularly Sulfate Reducing Bacteria (SRB), are well documented to cause
corrosion in oilfield equipment although their presence in sales quality crude oil lines
is unexpected. However, bacteria can thrive in low velocity vessels and tanks,
especially under deposits, sand, or sludge. Corrosion rates from SRB activity can
reach 50-100MPY.

Some historical data exists on bacterial activity at GC-2 that shows some activity
from 1990 to 1998 in inlet vessels. However, several recent events indicate that
bacterial activity has increased at GC-2 and in the OT021 line.
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Concerns about H2S levels in 2005 prompted a sampling program around GC-2.
Results shown below indicate that the Inlet gas H2S levels are fairly low, 20-30 ppm.
However, gas samples taken at more downstream parts of the plant indicate a rise in
H2S. This Indicates a rise in SRB levels through the plant vessels. A new set of
samples has been taken to verify SRB activity arid results will be avallable in early to
mid-April.

GC-2 H2S Sample Log Sheet
L ] PPM Result  PPM Result __ PPM Result  Date Sample Method
Gas Off B Slug Catcher 30 30 30 7/
Gas Off C Slug Catcher 20 20 20 7l
Water Off D Slug Catcher 140 140 140 7/ } drake
Water Out of A Dehy 180 150 130 k] , drake
Water Out of B Dehy 50 30 30 7/1/05 _gas off the water / shake & drake
Water Out of C Dehy 25 30 30 _7/1/05 |gas off the water / shake & drake
Water Out of D Deh 275 350 325 11/05 _lgas off the water / shake & drake
Water Out of T-851 600 400 400 7/1/05 |gas off the water / shake & drake
Water Out of T-770 00 625 300 7/1/05 {gas off the water / shake & drake
Vent Gas Blower gas 75 200 )0 /1/05_ |direct gas
Discharge off Booster Pump in 407 400 800 00 /05_ |gas off the water / shake & drake
Discharge off Booster Pump in 402 275 350 00 7/1/05_|gas off the water / shake & drake
Dirty Water Tank Gas Phase 175 225 00 7/1/05 _[direct gas

In addition to the inhibitor residuals mentioned above, Nalco conducted tests on GC-
2 produced water on samples taken in February 2005 that showed GC-2 inhibitor
carryover had the least affect on SRB growth of any of the production facilities
tested. This is graphed below. The importance of this fact is that corrosion inhibitor,
although not a biocide, is toxic to SRB's. As a result, a reduction in corrosion
inhibitor carryover into the OT-21 line could have led to an increase in SRB activity in
the line.

bp

PW Toxicity Results

o

n-xo o

e A'BCD mﬁ o i« GC2 Lowest Tox of all GC's/FS’s
-1

» Potential for corrosion in PW system

e » GC-2 > GC-1, FS5-1, FS-2 > GC-3, F5-3, LPC "
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Another Nalco study in July 2005 showed that SRB activity was 10* col/ml at the oil-
water skim tanks at GC-2. This is a relatively high level of SRB growth and was the
highest of any of the GC's/FS’s.

Other Chemical Changes: We also evaluated whether or not any other recent
changes in production chemicals could have had an affect on corrosion activity or
inhibitor carryover. Our inquiry identified two such potential chemical changes in GC-
2. First, GC-2 uses a Champlon product called X-1421, which is commonly referred
to as “Pad Buster.” It is used on occasion to break up bad emulsions in GC-2
vessels. This chemical has been in use since 2002 in GC-2 and other processing
locations. Second, Viscous Oil production has made oil/water separation more
difficult at GC-2 and Nalco brought on an emulsion breaker, EC2011A, in January
2000 to address the issue. This chemical was recently changed to VX8055 (also
labeled as DVE4Z026) in 3Q and 4Q 2005 with good results — better oil/water
separation — reported.

No changes in scale inhibitors were reported since 1Q04.

Some of the more pertinent facts from above are shown in the following timeline.

50 ]
a‘; s § E o
E4 [}
<5 g =%
§ g Inspection shows : § 8 g H
< === " Jittle change ’ 83 5 g $ T
E -}
Pre1998 © © o o & 8 8 B
© Vv o < Q o L
© © © = N w &
g H2S levels
53 Become a
w® Low CI carryover
g g Low Tox concern
@ High SRB
measured
VO ramps to 15%
t— olia >
TS BS&W increase
- Water Drop Out »>
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4, Conclusion

Much of the data collected in hindsight after the leak points towards an increase in
SRB activity in GC-2 and the pipeline as a likely factor in the recent and sudden
increase in corrosion activity. Data shows that SRB are present in GC2 as shown by
the elevated H2S levels and the bacterial test results. The presence of bacteria
combined with the demonstrated low carryover of corrosion inhibitor in GC-2 and the
low toxicity test results increases the likelihood of this occurrence.

The lack of corrosion inhibitor carryover may be due to two factors. First, through
adsorption on solids present in the GC-2 process trains as a result of Viscous Oil
production and the resultant increase in BS&W and the fine “flour sand” that is
produced. This would provide a large surface area for adsorption of the corrosion
inhibitor. Second, by using emulsion breakers to promote oil/water separation,
these chemicals could aid in removal of the active components in the corrosion
inhibitor from the water. However, with respect to this latter point the low levels of
inhibitor carryover at GC-2 were measured in 1Q05 well before the recent change in
emulsion breaker.

The following Action Timeline attempts to document actions taken with facts known
about the corrosion on the OT-21 line.

P

Three locations on
800J and one on OT21
show increase

Inspections
Due Mar 06

Leak on
March 2

3Q inspection
Show 7 OT21
increases

Inspection shows
little change

5 T e

B1d 8661

Pre1998 3 & 8 8 8 &8 8
[+ [ o] [=] [=] o o (=] [=2
©w W o - N w B %]

CIC increases CIC puts 10

CIC Impl uTt __4 Inspection from Locations
- Inspection Program on OT21 15 to 47 on 6 month
locations Interval
Plans smart
pig for summer
2006
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As discussed in detail above, there was very little change in the corrosion rates on
the OT-21 line segment until the 2004 program data was reported in 3Q04. At that
time, three locations in the 800j 24" line, the line that feeds into the OT-21 line at
GC2 increased along with one location on OT21. None of these increases gave rise
to concern about the fitness for service of 800J or OT-21. Based on these results,
however, BPXA increased the number of inspections on the OT-21 segment from 15
to 47 for the year 2005 program. The results of that program in 3Q05 showed seven
locations on the OT-21 line had increased corrosion rates. As a result, ten OT-21
locations were placed on a six-month inspection interval, as opposed to the previous
12 month interval, and the smart pig was confirmed for 2006. None of the data.in
either 2004 or 2005 indicated a concern for the “fitness for service” of OT-21.

The leak occurred March 2, 2006. The next round of bi-annual UT inspections for the
ten locations was scheduled for March 2006. The smart pig was scheduled for 2006
as well. Since the leak, BPXA has conducted in excess of 2,500 UT inspections
including over 1,800 on this line. This post leak inspection data clearly shows
sudden and unexpected increases in corrosion activity since the last set of data was
gathered in fall of 2005. Had the leak not occurred, either the next round of bi-
annual UT inspections or the smart pig run would likely have detected this increase
and actions would have been taken.
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EXECUTIVE SUMMARY

. EPA’s Region 10 Office of Suspension and Debarment and the U.S. District Court’s
Anchorage Office of Probation and Pretrial Services asked BPXA, which in turn asked
us, to look into two areas: allegations of retaliation/intimidation and a resulting chilling
effect on reporting HSE issues, and certain specific allegations about to the CIC program,
raised by [the concerned BPXA employee] and others.

. We believe some employees on the coupon crew experience an unintended chilling effect
on reporting HSE concerns. This is a consequence of events that occurred before and
after HSE-1838. Secondarily, the reluctance to raise HSE concerns is present but less
pronounced in other parts of CIC, such as CANSPEC, as a consequence of the competing
pressures of reporting HSE incidents while contractor performance is being judged in part
on the number of recordable incidents. The perception of those that we interviewed is
that this pressure is also found among contractors outside of the CIC group. An example
involved contractor use of the Deadhorse Clinic to avoid OSHA recordables, which was
one of the allegations we investigated. These contractors directed their employees to use
the Deadhorse Clinic rather than the BP clinics, when injured, to control their recordable
incidents. At least one contractor has rescinded this directive. BP is aware of the natural
tension that exists between reporting and contractor performance. Its culture is one of
safety first and BP actively manages to avoid the unintended consequences of
implementing laudable policies targeted at reducing workplace injuries.

. Problems have shown up in CIC, which we believe can be attributed to [the CIC
manager]’s management style. While his hard-charging, “extreme performance
management” approach has probably made the CIC program more effective, his demands
for performance to metrics of his choosing, even in cases where those metrics may not be
soundly based (e.g. the reduction of coupon crew from 8 to 6), and treatment of HSE
incident numbers as just another performance metric that contractors must hit (or else)
creates discontent within the organization. This discontent manifests itself in a variety of
ways, such as HSE 1838. We found evidence of managers forcing the adoption of
decisions made by [the CIC manager] regardless of their reservations over them and line
worker complaints about them, largely because of [the CIC manager]’s overbearing
management style, which does not countenance debate and open discussion. We did not
find any evidence that [the CIC manager] tells people not to report HSE incidents — it
was universally acknowledged that he said to report — but his pressure on contractor
management to hit performance metrics (e.g. fewer OSHA recordables) creates an
environment where the fear of retaliation and intimidation could and did occur. The
questionable quality of contractor management in CIC contributes to this problem.

. We did not find any evidence that the allegations regarding data fraud in the CIC
program had merit, although our review did not rise to the level of a comprehensive audit



214

FINAL — as redacted 8/30/06 for Congressional production
Privileged and Confidential
Attorney Client Communication
Attorney Work Product

Note: redactions indicated in italic text in brackets

of the CIC program’s data system. Our investigation, however, revealed that there were
facts relating to these allegations, which, when viewed in the negative light used by
critics of the Company, allow negative inferences to be drawn.

. Recommendations:

To address the chill associated with HSE-1838 and the anxiety of some contractor
employees and contractors over reporting HSE concerns, we recommend the following:

1. Transfer jthe CIC manager] from a management to a technical position. This will
remove him from management of the corrosion program, while allowing BPXA to continue to
utilize his impressive technical skills.

2. Direct ASRC to take {the AES manager] out of the management chain for CIC. This will
move out of the CIC program a manager who is not considered particularly effective and send a
message that a threat to fire an employee for raising an HSE concern will not be tolerated even if
the threat was not carried out.

3. Evaluate and implement appropriate measures to improve morale in the coupon crew.
Such measures could include the following: request that ASRC increase the size of the crew back
to 8; evaluate whether additional administrative support for the coupon-pullers is needed;
reassess the overtime limitations to determine if a total ban on overtime is necessary or
appropriate; review pay for the crew to ensure it is in line with the risks and physical demands of
the job, and; investigate ways to improve work load and scheduling issues for the coupon crew.

4. Review contracts with CIC contractors that are less than 3 years in length and consider
extending them to at least 3 years to reduce the perception that a BPXA manager has de facto
control over the contractor as a consequence of the contract constantly being up for renewal.

5. Better educate BPXA managers, contract managers, and contractor employees that the
HSE metrics dealing with reportable incidents are only tools to reach the laudable goal of a safer
and an environmentally better workplace, not an end unto themselves.

6. Strengthen the process used to address issues related to intimidation and retaliation and
make the procedures used to investigate allegations more formal. Currently, allegations of
retaliation and intimidation are handled ad hoc. The HSE Committee does not address these
issues, and while {name redacted] does investigate some allegations, there is no formal process
to track an allegation from beginning to closure, nor is there a centralized record system to find
records of current or past complaints of incidents or the actions taken to address them.

To improve confidence in the corrosion program and address allegations of falsification
and manipulation of corrosion data, we recommend:
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1. Undertake a focused review to assess the corrosion program data systems, which should
examine the data system (MIMIR) itself, procedures for gathering, documenting and inputting
data, and how corrosion engineers and others access the data and use it. The purpose of this
review would be to address allegations of corrosion data falsification.

2. Better educate the employees within CIC (and possibly across the entire North Slope) as
to the overall corrosion program to reduce confusion over its goals and actions. If a major
incident occurs, it is imperative to thoroughly explain its causes and BPXA’s responses to limit
the tumors and potentially inaccurate information that otherwise will be circulated on the North
Slope.

iii
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INTRODUCTION

In May 2004, a number of allegations regarding the management of the Corrosion,
Inspection, and Chemicals program (“CIC”) at Prudhoe Bay came to the attention of senior
BPXA management through Jeanne Pascal, the EPA Region 10 Suspension and Debarment
Officer, and Mary Frances Barnes, BPXA’s assigned Probation Officer from the U.S. District
Court’s Office of Probation and Pretrial Services, who passed along allegations raised by [the
concerned BPXA employee], a BPXA field mechanic. [The concerned BPXA employee] had
submitted an HSE concern, assigned the number HSE-1838, to the HSE Committee that he
claimed was on behalf of a number of contractor employees in the CIC group, who had concerns
regarding a proposed reduction in staffing levels and related safety issues. This concern was
submitted on March 3, 2003, and /the concerned BPXA employee] alleged that as of mid-2004
the concerns had still not been addressed and the employees feared retaliation for raising them.
[The concerned BPXA employee] also alleged that there were significant problems with
falsification of data in the CIC program, which posed risks to the environment and worker safety
due to inaccurate and inadequate monitoring of corrosion on the North Slope. Having waited a
month for documentation of these allegations, Carol Dinkins of Vinson & Elkins again requested
the documentation from Ms. Pascal. Ms. Pascal then prompted [the concerned BPXA employee]
to transmit a collection of documents purporting to support his allegations to Ms. Dinkins via
email on June 18, 2004.

In light of these and other serious allegations, BPXA management decided to undertake a
comprehensive internal investigation regarding these issues. The investigation was conducted by
attorneys from Vinson & Elkins (Kevin Gaynor and Ben Lippard) and Graham & Dunn (David
Dabroski). Preliminary work began in June of 2004 with review of documents and background
interviews. The bulk of the investigation was conducted during two trips to the North Slope and
to the BPXA offices in Anchorage in July and August of 2004. During the investigation, the
team conducted over 45 interviews, including of many present and former workers on the
corrosion monitoring or coupon crew' (the source of many of the allegations that prompted the
investigation), BPXA hourly employees, and BPXA and contractor management. The
individuals we interviewed were advised that the interviews were voluntary, that the team
represented only the Company, not any individuals, and that the interviews were subject to the
attorney-client privilege, but that the privilege belongs to BPXA and could be waived by BPXA
if it chose. Exhibit 1 is a table of the interviews we conducted for this investigation.

This report more completely documents the preliminary results of our investigation,
which we presented orally to senior BPXA management in Anchorage on August 24, 2004. The
inquiry focused on two primary areas: allegations of a climate of harassment, intimidation, and
retaliation for raising HSE concerns, and a variety of allegations regarding various types of fraud
or falsification of data in the corrosion program. There were also a number of related
allegations, such as contractor employees being sent to the clinic in Deadhorse, off the BPXA
lease, in order to avoid reporting workplace injuries. The major allegations are addressed in the
body of this report. Appendix 1 to this document outlines the complex set of allegations

! The coupon crew is also referred to as the “corrosion monitoring crew”; to avoid confusion with the other parts of
CIC, we generally use the term “coupon crew” throughout this report.
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gathered from a variety of sources and provides our conclusions regarding each specific
allegation.’

Our overall conclusion is that there is an atmosphere in the CIC group that chills
reporting of HSE concerns, especially among several employees of the coupon crew. Some, but
not all, of these employees fear retaliation for raising HSE concerns as a consequence of the
events surrounding HSE-1838. We believe that this situation evolved out of the climate created
by CIC management in the context of a chain of events that began with the transition to single
operatorship after the BP-ARCO merger. Principally responsible for the creation of this climate
is the current head of the CIC group, [the CIC manager], who is an aggressive manager whose
approach can be summed up in the term “extreme performance management.” Based on what
we have seen in documents and learned in interviews, [the CIC manager] aggressively pushes
contractor management to reach certain performance metrics. In many ways, this has had
benefits in terms of the CIC group’s performance — while [the CIC manager] has many
detractors, even his detractors agree that the CIC program is technically very effective and [the
CIC manager] has exceptional technical skills.

But [the CIC manager]’s high-pressure, metric-driven approach to management had the
side effect of creating an environment where contractor management has an incentive to drive
reporting underground. If the number of HSE incidents is treated as just another metric, and a
manager like fthe CIC manager] demands that the metric be met and is intolerant of situations
where it is not met, there is inevitably a pressure not to report incidents. This kind of pressure
can result in an intimidating environment when it is compounded, as it was here, by the actions
of contract management in response to HSE concemns, in this case, the HSE-~1838 concern
surrounding the crew reduction.

Similarly, [the CIC manager]’s aggressive style deterred contractor management from
standing up to [the CIC manager] in a case where one of his demanded changes, the reduction in
the size of the coupon crew from 8 to 6, was based on a process that did not adequately address
the good-faith concerns raised by a variety of sources, particularly those on the coupon crew who
were directly affected. [The CIC manager] dictated that the size of the coupon crew be reduced
to correspond to his metric — that coupon pulls had been reduced 25% ~ which he believed
justified this change. The contractors were forced to conform behavior to his demands
regardless of the impetus for the demands. We believe the “25% reduction in pulls” metric led to
pressure on contractor management to implement a policy that has not been successful and has
contributed to the negative environment in the coupon crew, which has generated the accusations
embodied in HSE-1838 and many other criticisms of the corrosion program.

2To keep this report to a manageable level, the Appendix 1 conclusions are presented in a summary fashion; we can
provide a more detailed analysis of specific allegations if more detail is needed.
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The situation was exacerbated by the missteps of contractor management, particularly the
manager for the contractor ASRC, [name redacted]. [The AES manager] was chiefly
responsible for the coupon crew being told that BPXA management had approved replacing the
entire crew if they did not stop pushing back on the changes to their program, and for the
employee primarily associated with HSE-1838, [the CIC worker], being informed that he could
have been fired for raising HSE concerns in the manner that he did.

Finally, the climate of perceived intimidation and threatened retaliation affecting the
coupon crew was exacerbated by the elimination of significant overtime for the crew. After
HSE-1838 was filed, some individuals on the crew complained that excessive overtime was
being required to manage the growing backlog of coupon pulls that resulted from the crew
reduction, and that the amount of overtime in turn created potential safety issues. In response to
this complaint, BPXA and contractor management eliminated all overtime for all coupon-pulling
(1.5 hours were restored for other activities but were later eliminated). While management
believed that they had to respond to the potential safety issues raised by the overtime complaint,
the crew perceived that this was another instance of retaliation for raising an HSE concern.

We want to emphasize that it was not f[the CIC manager]’s or the contractor’s
management’s intent to intimidate or retaliate against any employee raising HSE concerns. But
the threats to fire the whole crew or [the CIC worker], which were discussed by management,
should not have gone beyond the offices of the participants. Thus, a legitimate chill on reporting
HSE concerns exists among the workers, and is an unfortunate byproduct of [the CIC
manager]’s management style and actions in this chain of events.

There have also been a number of serious allegations made regarding the integrity of the
CIC program as a whole, principally including various forms of data falsification. Our
investigation did not uncover any evidence to suggest that such falsification was actually
occurring. Rather, we believe that these accusations are based on an inaccurate view of certain
facts regarding the CIC program that, when combined with the very negative view of BPXA
management held by some individuals, led them to interpret the facts in the most negative light
possible. Still, our review of the program would not necessarily have been sufficient to uncover
possible fraud in handling the corrosion data being generated by the CIC program, the
foundation on which corrosion control decisions are based. We do not possess the requisite
technical skills to draw such conclusions. As a result, we recommend that the Company conduct
a thorough audit of the corrosion program’s database and operations, including MIMIR, as a way
of resolving this issue with certainty. Given the significant changes made to CIC operations in
the past few years, such as the implementation of MIMIR, such an audit may be useful to the
CIC program in any event.

This report will begin with an overview of the structure of the CIC program relevant to
our investigation, and then turn to the events surrounding the coupon crew, particularly HSE-
1838, that led to the chill that exists with some employees in that group today. It will then
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address some of the specific allegations made regarding the CIC program — particularly the
allegation of data fraud ~ to assess their merit and to explain what may have prompted
individuals to make these claims. Finally, the report concludes with recommendations to address
these issues and to correct the problems identified through cur investigation.

STRUCTURE OF CIC PROGRAM

Due to the corrosive conditions present at the Greater Prudhoe Bay (“GPB”) oilfield and
the age of the field, corrosion control is and has been a major issue for BPXA. As a result, the
Company devotes significant resources to control cotrosion at GPB The scope of the program is
described in detail in the CIC group’s annual report to ADEC.> To summarize, CIC’s total
expendlture of funds in FY 2003 was $53.8 million.* This represents an $8.0 million increase
from 2002.° And the acnvmes of CIC are extensive: there are approximately 7400 weight-loss
coupons pulled per year;® the chemical mitigation program uses 2.52 million gallons of corrosion
inhibitor per year,7 and, on average, there are more than 100,000 inspections for internal and
external corrosion at various points across the Slope.® While we do not intend to reproduce the
discussion contained in the ADEC report here, some overview of those parts of the CIC program
relevant to our investigation is necessary to provide context to this report of our investigation.

L Overview of CIC Operations

The CIC program can generally be described as a three-part program, each part of which
involves a different aspect of corrosion monitoring and control. This program is overseen by on-
Slope BPXA managers, [name redacted] and [name redacted], who report to [the CIC manager]
in Anchorage. The engineering function related to this effort is conducted from Anchorage,
where the corrosion engineers are based. The first part of the program is the monitoring program
which includes the weight-loss coupon program and ER (Electrical Resistance) Probes, to which
this report will devote significant attention. (This part is the source of most of the allegations
made about CIC.) The second part of the CIC program is the chemical mitigation program. The
third part is inspections, including the non-destructive examination (“NDE”) program.
Currently, these three parts are tracked through the “MIMIR” database, the comprehensive

* Annual Report to Alaska Department of Environmental Conservation, Commitment to Corrosion Monitoring Year
2003 (March 2004) (“2003 ADEC Report”).
* See Email from [name redacted] to [name redacted] re: Verification of the Alaska Location report (Feb. 27, 2004
6:22 PM). Note that we have relied on the data provided to us by CIC staff and have not independently reviewed the
underlying data. While we did not encounter any reason to believe that this data was not accurate, such questions
could be resolved through the comprehensive audit of the CIC program we recommend.
® Interview of [name redacted] (August 24, 2004).
©2003 ADEC Report at 16.

2003 ADEC Report at 73.

¢ See Email from [name redacted] to {name redacted] te: Verification of the Alaska Location report (F eb. 27,2004
7:11 PM); see also 2003 ADEC Report at 84 (35,000 external inspections in 2003) and at 90 (60,000 internal
inspections in 2003).
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computer program for the entire corrosion program, which has recently been implemented to
provide greater sophistication in the CIC program. Based on the information developed through
the inspection program, requests for corrective actions are issued to Operations. Once these
requests are in the form of a Pipeline Modification Process (“PMP”), Operations must take
action (e.g. pipe replacement) to address a recognized corrosion problem by a certain time.”
These PMPs are taken very seriously, and there is management pressure to have corrective action
implemented by the prescribed time. 1% CIC also conducts a weekly meeting to which state
agencies are invited, to monitor and address corrosion issues; provides an annual report to state
agencies; and hosts a multi-day annual meeting, to which state agencies are invited, to discuss
the corrosion program.

A. Coupon program

The coupon program entails the insertion and removal of weight-loss coupons in pipes,
valves and other fittings at locations inside and outside Prudhoe Bay facilities in order to monitor
the corrosion of the equipment. The coupon crew inserts and removes coupons on a defined
schedule, which varies depending on the location and service (flow- 3 months, well- 4 months,
seawater or produced water- 6 months) and the monitoring and inspection results for the
equipment in question. There e about 1500 points around the field, of which most are
monitored several times a year.!! The coupons, which are stamped with a unique identification
number, are provided to the crews in envelopes with the corresponding identification numbers.
When the coupons are inserted in the field, their location is noted on the envelopes, which are
returned to the CIC office. On removal, the locations of the coupons are checked against the
notes on the envelopes and the coupons are returned to their respective envelopes. The crew will
“field grade” or make a visual inspection of the coupons on a scale of “low, medium, to high
corrosion” in order to immediately flag any serious corrosion. On their return to the office, the
coupon crew will enter into the MIMIR system the identification numbers, locations, and initial
observations for the pulled coupons. The coupons are then sent to an outside laboratory,
Enviroscience, which is in Texas. Enviroscience weighs and closely examines the coupons % and
adds the results of their testmg directly to the MIMIR system through a remote connection to the
BPXA computer system.” The coupon crew typically does not see these results, and has no
ability to alter the testing results entered by the laboratory.

AES is the contractor that staffs and manages the crew that does the coupon-pulling
work. This work is widely recognized as the most physically demanding and high risk job
within CIC due the use of the heavy, awkward tools (weighing from 60 to over 100 Ibs.) on high

? Interview of [name redacted] (July 26, 2004).

1 Interview of [name redacted] (August 20, 2004).
Y2003 ADEC Report at 15-16.

2 Interview of [name redacted] (July 27, 2004).

Y Interview of [name redacted] (July 28, 2004).
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pressure pipes (up to 3,500 Ibs. psi), often in difficult-to-reach locations and in extreme arctic
conditions. ' Among the AES employees who perform the work, almost all are trying to move
to other positions, which are less high risk and physically demanding and often pay more." (A
number of AES employees that have done coupon pulling in the past observed that it makes little
sense that the coupon crew should be paid less and probably should be paid more than many
other AES positions in CIC).'¢

One of the key issues presented by the coupon-pulling program is the “backlog” of
coupons. Each coupon is assigned a preferred pull date, and the coupon crew is given a
“window” of 15 days on each side of the pull date to pull each coupon. 7 After the optimal
window passes, there is another period during which the coupon can still be pulled. After this
period passes the coupon is considered “missed” and is dropped from the schedule, to be
rescheduled in the future.'® Since the reduction of the coupon crew from eight workers to six, a
backlog of pulls has generally been a perceived problem. The existence of this backlog has
created stress for some of the crew and a sincere loss of pride in their work because they feel
they are never able to complete it as in the past (others are not as concerned, viewing this as a
management issue that is not really their problem).19 The backlog as of August 23, 2004 was
over 180 pulls;®® a two-man crew does approximately 10-12 pulls a day” and hundreds of pulls
are added monthly.?

For triage purposes, coupons are assigned a priority level of 1, 2, or 3, with 1 being the
highest priority. While there is a backlog of coupons, the crew gets the priority 1 coupons and
most of the priority 2 coupons; some of the priority 3 coupons slip into the backlog.”® While we
understand that there had not been any coupons “missed” at the time of our last interviews, we

“ Interview of [name redacted] (July 27, 2004); Interview of [name redacted] (July 26, 2004); Interview of [name
redacted] (August 19, 2004); Interview of [name redacted] (July 26, 2004).

'S Interview of [name redacted] (August 20, 2004); Interview of /name redacted] (July 27, 2004); Interview of
[name redacted] (August 19, 2004); Interview of /name redacted] (July 27, 2004).

16 See, e.g., Interview of fname redacted] (August 21, 2004); Interview of [name redacted] (July 27, 2004),
Interview of [name redacted] (August 20, 2004).

¥ Interview of fname redacted] (August 23, 2004); Interview of {name redacted] (July 27, 2004).

'8 Interview of fname redacted] (July 28, 2004).

19 See, e.g., Interview of [name redacted] (August 19, 2004) (pressure to get backlog done); Interview of [name
redacted] (August 19, 2004) (same); Interview of [name redacted] (July 27, 2004) (backlog a management issue);
Interview of [name redacted] (August 19, 2004) (same).

2 Interview of [name redacted] (July 29, 2004); Interview of [name redacted] (August 23, 2004).

2! Interview of [name redacted] (August 23, 2004) (stating it is hard to hit 12-13 pulls every day).

2 Interview of [name redacted] (August 19, 2004); Interview of [name redacted] (August 23, 2004).

3 Interview of [name redacted] (July 27, 2004) (explaining all priority 1 pulls for July done; backlog is priority 2
and 3 pulls).



222

FINAL - as redacted 8/30/06 for Congressional production
Privileged and Confidential
Attorney Client Communication
Attorney Work Product

Note: redactions indicated in italic text in brackets

were informed that this might change in the near future.2* Even if misses are not occwrring, data
collected late does not give optimum corrosion information.

Failure to pull a coupon in a “red zone,” or an area where it is dangerous to pull a coupon
(due to hazards caused by height, lack of safety protections, or weather conditions), is another
reason a pull may not occur as scheduled.?® This shifts the burden to the corrosion engineers to
determine if the particular coupon provides critical information and if so, to ensure that the
access ptoblems are corrected to allow the pull to be done safely.” The coupon crew members
uniformly stated they can refuse to pull a coupon because they determine an area to be a “red
zone,” and that they are not pressured to pull coupons until the safety issues are resolved.?®

B. Chemical mitigation program

The second major program that CIC handles is the chemical mitigation program. Using
data on the MIMIR system from the weight loss coupon monitoring program, the inspection
program, production data and other information (e.g., the amount of water produced in a given
line), the chemical mitigation program adjusts the amount of anti-corrosive chemical that is
injected into various equipment in order to keep the corrosion at a targeted rate of less than 2
mils per year.” This program has become more sophisticated in its attempt to manage the
effects of corrosion, moving from batch treatments, involving crews injecting quantities of
chemicals into certain wells at particular times, to using continuous injjection to maintain the
concentration of chemicals at the necessary levels to inhibit corrosion.  As a result of these
efforts, the average corrosion rate for 2003 across GPB is approximately a factor of 10 lower
than the corrosion rates from the early 1990’s.’’

The job of the AES chemical operators, who monitor and adjust the chemical injection, is
widelg/ considered by AES employees to be more desirable than that of the coupon-pulling
crew.>? AES also operates the infrastructure of bulk storage tanks and chemical delivery trucks
necessary for the program.”

2% Interview of [name redacted] (August 23, 2004); Interview of [name redacted] (August 19, 2004). See also,
email from [name redacted] to [name redacted] (August 23, 2004).

 Interview of [name redacted] (July 26, 2004).

% Interview of [name redacted] (August 23, 2004).

27 Interview of [name redacted] (August 19, 2004).

2 Interview of [name redacted] (August 18, 2004).

2 Interview of [name redacted] (August 24, 2004).

3 Interview of [name redacted] (July 27, 2004).

31 2003 ADEC Report at 45.

3 Interview of [name redacted] (August 19, 2004); Interview of [name redacted] (August 19, 2004).
 Interview of [name redacted] (July 27, 2004).
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C. Non-destructive examination/X-ray program

The third leg of the CIC program is the inspection program, including radiographic or x-
ray, digital radiographic, tangential radiography, ultrasonic, guided wave ultrasonic, and
electromagnetic pulse testing, or non-destructive examination (NDE). The current operator of
this program, CANSPEC, took over in 2002, after the former contractor, a subsidiary of ASRC,
did not have its contract renewed by BPXA as a result of the falsification of inspection data by
some of its inspectors.”* As noted above, CANSPEC crews inspect more than 100,000 points per
year. As a result of the inspections, specific locations in a particular pipe are assigned a rank
from “A” to “F”, with “F” being the worst condition.®

D. MIMIR

The MIMIR system was implemented beginning in 2002 and represented a significant
expenditure of resources. It presently manages monitoring and inspection data, production data,
coupon locations and pull schedules, and chemical injection data. At the time the Prudhoe Bay
field went to single operatorship, there were several legacy databases that needed to be
combined.* Thus, in the transition to MIMIR, a common nomenclature had to be assigned to
common activities and data had to be “scrubbed” as these databases were reviewed and
combined. While, as we have been informed, no data was removed in the process, some may
have the impression that data was being discarded.’” The MIMIR system, however, allows the
user to always go back to original data even if changes are made. For example, if a coupon crew
member realized that the location for a coupon pull was incorrect (which we are informed
happens on occasion), he could contact fthe CIC manager]’s assistant to make this change. The
accurate data would rule, but the inaccurate data would be maintained and can be queried. Any
changes on the system by anyone create an events log that can also be queried. Only [the CIC
manager] and MIMIR’s architect, /name redacted], have full access to the system; however any
of their activity is also logged by the internal security checks built into the system.

E. Responses to indications of problems

When inspection data indicates that there is pipe or other equipment that has become
sufficiently corroded to need repair, a PMP is generated and sent to Operations. Operations then
decides how to address the problem, which can involve one of several options: pipe can be
replaced, sleeved, derated, or taken out of service completely.® In this context, “derating”
means calculating the operating pressure, flow rates, and other parameters at which the pipe is

3 Interview of [name redacted] (July 29, 2004).
3 Interview of fname redacted] (July 27, 2004).
362003 ADEC Report at 11.

; ; Interview of fname redacted] (July 28, 2004).

3003 ADEC Report at 10-11.
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safe to operate and then limiting its operation to stay within the new parameters. % This process
of ensuring that the pipe is “fit for service” is done to be consistent with industry standards
recognized and used around the world.*! While Operations ultimately determines how to fix the
problem, the schedule on which it is done is negotiated with CIC and is not set at Operations’

convenience.”? As noted above, PMPs are carefully tracked.

F. Interaction with state agencies

The CIC Group has reported to ADEC annually regarding corrosion issues for the past
four years, a process that involves a very detailed report on the activities of the CIC Group as
well as semi-annual “meet and confer” sessions. ADEC retains its own independent consultant
to review and critique BPXA’s report. This process is governed by a 2000 “Work Plan,” which
is provided as Appendix 2 to the 2003 ADEC Report. The most recent meet and confer activities
took place on the North Slope during the week of August 16, 2004. We were also informed that
ADEC staff are invited to participate in the weekly corrosion team meetings (described below)
and occasionally do so.”

G. Weekly meetings to assess cotrosion

Every Wednesday there are meetings of approximately 20 people from the CIC group to
assess and make decisions about the data from the Slope regarding pipes that have corrosion.
The engineers at the Wednesday meetings are CIC employees, with des1gnat10ns by locations,
operations, and by service (e.g., produced water).¥ These meetings examine computer-
generated layouts of all of the data received, and any data showing greater than a 2 mil loss per
year dictates that a decision be made as to what to do about that equipment.”* The engineers
review MIMIR data involving probe and coupon results, NDE and physical inspections,
frequency and location of data of momtonng, chemical deliveries and rates of injection, actual
production data, and scheduling*® The engineers make decisions about scheduling of
monitoring, injections of chemicals and “fit for service” issues based on a review of all of this
data.

There is a watch list of problem areas that changes from week to week, and each week
three to four lines will go off the list because of various changes, such as a drop in the water
content or an increase in the use of anti-corrosion chemicals, resulting in alleviation of the

“ Interview of fname redacted] (July 28, 2004).

* Interview of [name redacted] (August 24, 2004)
42

o7

“ Tnterview of [name redacted] (August 20, 2004).
S Interview of [name redacted] (July 29, 2004).

% Interview of [name redacted] (August 20, 2004).
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problem.“7 Problem lines get frequent attention in these meetings. For examgle, the chemicals
on Y-36 are adjusted each week, because that line is viewed as a problem line.*

1L CIC Management Structure

The corrosion program is a very large program of about 150 employees and contractors,*
and is overseen by [the CIC manager], who took this position about 5 years ago. The corrosion
program is independent of ogerations and reports upward through [name redacted], Manager of
Maintenance and Reliability.™

A BPXA CIC management

[The CIC manager], the head of the CIC group, is based in Anchorage along with his
team of engineers. [The CIC manager] also has subordinates, who manage the CIC program on
the Slope, alternates [name redacted] and [name redacted].

B. Contractor management

[The CIC manager] oversees the operation of a number of contractors, both personally
and through the activities of his subordinates. There are a number of contractor companies
performing CIC-related functions on the Slope. One is AES, which performs many of the CIC
functions, including corrosion monitoring and chemical injection and handling. AES is the
successor to an earlier company, APC, that performed the same function on the Slope and
changed its name several years ago. For convenience, we will use “AES” throughout to refer to
either AES or APC. AES is part of ASRC, which provides other contracting services on the
North Slope. AES has a manager based in Anchorage, [the AES manager], who oversees two
Slope-based subordinates, [name redacted] and [name redacted]. [An AES supervisor], who
formerly was one of the Slope-based managers, has temporarilgf been moved to Anchorage to
assist [the AES manager] in interfacing with [the CIC manager]. !

The second major contractor working for CIC on the Slope is CANSPEC, which
performs the inspection work. CANSPEC is managed by [the CANSPEC manager], who is
based on the Slope. [Name redacted] is {the CANSPEC manager]’s assistant and manages the
CANSPEC operations when [the CANSPEC manager] is not present.

*" Interview of [name redacted] (July 29, 2004).
48

I
* Interview of [name redacted] (July 27, 2004).
1.
*! Interview of [name redacted] (July 29, 2004).

10
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HARASSMENT AND INTIMIDATION ISSUES

There are a number of allegations regarding claims of harassment and intimidation,
which primarily focus on the coupon crew. In our view, the current situation is one where
certain individuals on the coupon crew feel intimidated about reporting HSE issues. This
situation evolved primarily as a consequence of events before and after HSE-1838 was raised on
March 2, 2003. HSE-1838 was raised due to concerns about a reduction in the staff of the
coupon crew from eight to six workers. This change was prompted by [the CIC manager]’s
insistence that AES reduce its crew size by 25% to correspond with his metric that pulls had
been reduced by 25%. He forced this decision, choosing to ignore managers and workers raising
problems with his metric or so unsettling managers that they failed to press problems with him,
believing it was better to “go along” than suffer the consequences of being considered as
someone who is not on the “team.”*

A secondary factor that contributed to this negative atmosphere is the inherent tension
between BPXA’s policy of reporting every HSE incident and BPXA’s stated goal of reducing
HSE incidents to zero. BPXA’s goal is certainly laudable, but can cause problems in the hands
of an aggressive manager like fthe CIC manager], who pushes contractors very hard to hit
performance metrics and threatens contract loss on a regular basis. The inherent tension between
“100% reporting” and “zero incidents” requires a manager who is able to reduce that tension
through his management style; regrettably, instead [the CIC manager] exacerbated this tension.
Moreover, [the CIC manager}]’s particular approach — requiring contractors to perform his way
(or else) — placed intense pressure on contractor management. Some of the contract managers
could not handle this pressure, and acted in ways that contributed to the difficulties in CIC.

We will focus first on the more general issue of reporting HSE incidents and then move
to discussing the events surrounding HSE-1838.

A. BPXA reporting policy and goals for HSE incidents

BPXA'’s policy regarding reporting is very clear: all HSE incidents are to be reported,
and there are a variety of ways that employees can use to report those incidents, including an
anonymous hotline. We saw posters on various bulletin boards and in conference rooms on the
North Slope setting out the policy. BPXA policy is also that any employee may stop any 3job due
to safety concerns, and “safety first” is repeatedly preached by BPXA management.> To a
person, BPXA employees (as distinguished from contractor employees) felt absolutely
comfortable raising HSE concerns or issues.®® And the CIC employees we spoke to uniformly

52 See, e.g., Interview of [name redacted] (August 23, 2004); email from [name redacted] to (name redacted], June
30, 2003; Interview of [name redacted] (July 29, 2004); Interview of {name redacted] (August 24, 2004).

53 Interview of fname redacted] (August 20, 2004).

5 See, e.g., Interview of [name redacted] (August 18, 2004); Interview of [name redacted] (July 28, 2004);
Interview of [name redacted] (August 18, 2004).
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stated that [the CIC manager] expresses the same message, that all incidents should be
repoxted.55

It should be noted that our perception was that safety is a high priority for BPXA, and
employees with experience in other oilfield facilities were emphatic that, whatever differences
they may have with management on other issues, BPXA’s commitment to safety is sincere.
According to one PACE employee, the safety situation at the BPXA facilities on the Slope is “a
hell of a lot better” than anywhere in the lower 48.5¢

Indeed, BPXA makes no secret of the fact that its goal is zero incidents. “Safety first” is
a pronounced culture on the North Slope. Although laudable, there is a danger that the pressure
to reach the metric of zero incidents could result in driving reporting underground. This is
particularly true if BPXA managers, and through them contract managers, are managing to the
metric, as was occurring in CIC, rather than towards the goal of a safer workplace. BP is aware
of this natural tension and actively manages it. [The CIC manager], however, appeared to
manage primarily to the metric rather than the goal of a safer workplace. [The CIC managerg,
for example, told [the AES manager] that AES had better not “screw-up his safety record.”
Other contractors felt that [the CIC manager] would pull their contract if the number of
reportable HSE incidents rose.”®

B. General contractor management issues

Many of the BPXA employees we interviewed stated that they personaily feel
comfortable reporting HSE issues, but that the same may not be true for contractors.”® While we
did not comprehensively interview employees from every contractor on the Slope, the
information we did receive suggested, anecdotally, that contractor management may take
BPXA’s message of emphasizing safety to an extreme. For instance, a BPXA employee related
an incident to us in which an employee of a contractor, VECO, was involved a vehicle accident
with a BPXA employee.’ The BPXA employee had bumped the vehicle of the VECO
employee, and there was no damage. The incident was reported, and VECO management
reportedly wanted to send the VECO employee off the Slope for a week without pay pursuant to
its accident policy, even though it was not the employee’s fault and there was no damage.

While we do not have firsthand verification of this story, it is merely an illustration of a
perception that is very common on the Slope: while BPXA employees do not fear retaliation,

% Interview of [name redacted] (August 19, 2004); Interview of /name redacted] (July 27, 2004).
% Interview of [name redacted] (August 18, 2004).

*7 Interview of {name redacted] (August 24, 2004).

*® Interview of fname redacted] (July 27, 2004).

* See, e.g., Interview of [name redacted] (August 18, 2004); Interview of {name redacted] (July 28, 2004);
Interview of [name redacted] (August 18, 2004); Interview of [name redacted] (August 24, 2004).

“ Interview of {name redacted] (August 20, 2004).
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some contractor employees do as a result of the actions contractor management has taken in
response to BPXA’s policy. As we learned through our interviews, these kinds of issues are
present in the CIC group contractors AES and CANSPEC. Contract management in the CIC
group is leery of losing their contracts if HSE recordables increase.®! It should also be noted that
contractor employees are negatively impacted when their companies lose a contract; while many
may be rehired by the new company that gets the contract, that is not always the case, and there
is substantial disruption even for the ones that get rehired.®? Thus, threats of terminating a
contract can cause significant concerns to employees.

A good example of the kind of pressures contractors are under is the events surrounding
the Deadhorse clinic, which was one of the allegations we were asked to investigate. It was
widely thought by both BPXA and contractor employees, within and without the CIC group, that
contractors were sending their employees to the Deadhorse clinic to avoid reporting workplace
injuries.®® Sending employees to Deadhorse seemed to be a response to the pressure from BPXA
management to reduce OSHA recordable incidents, which are considered to be more serious
injuries. These contractors shared the view, which is widely-held among those we interviewed,
that the BPXA clinic ordered unnecessary prescription medication or unnecessary medevacs,
which automatically make an incident an OSHA recordable.%* For instance, AES had a policy in
the past that employees should go to the Deadhorse clinic, rather than the BPXA clinics, if they
were injured but it was not an emergency situation.®®

While we did not investigate the treatment decisions made by BPXA physician assistants
(“PAs”), it was a common perception among contractors that their decisions created unnecessary
OSHA recordable incidents, and several AES managers told us that the decision to avoid BPXA
clinics was to allow them to manage the treatment of their employees without client
“interference.”®® While this was the rationale for the policy, AES managers conceded that the
policy was not explained well to employees, which may have confused them about the intention
behind the policy and may have led them to believe that reporting injuries in general was being
discouraged,67 In fact, according to [name redacted], who manages the Prudhoe Bay Field,
injuries are reported whether the employee goes to a BP clinic or another clinic.®® The sole
difference is whether the treatment causes the injury to be an OSHA recordable, which is a
metric BP carefully tracks because of its implications on safety.

®! Interviews of [name redacted] (August 24, 2004) and {name redacted] (July 27, 2004).

62 Interview of [name redacted] (August 19, 2004)

S See, e.g., Interview of [name redacted] (Tuly 28, 2004);

% Tnterview of [name redacted] (July 27, 2004); Interview of [name redacted] (July 27, 2004); Interview of [name
redacted] (August 19, 2004); Interview of [name redacted] (July 27, 2004); Interview of [name redacted]

(August 24, 2004).

% Interview of [name redacted] (August 19, 2004); Interview of fname redacted] (August 24, 2004).

% Interview of [name redacted] (July 27, 2004); Interview of [name redacted] (August 24, 2004).

" Interview of [name redacted] (July 27, 2004).

% Telephone conversation with [name redacted] (September 29, 2004).
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AES has reversed its Deadhorse policy:

Just to clarify a change to AES policy regarding the use of BPXA Medical
Facilities, the following will be adhered to: AES personnel working on the BPXA
lease are to use the BPXA medical facilities for all medical attention, regardless
of nature or origin, at all times. The only exception to this is if an emergency
dictates use of a closer facility, such as ConocoPhilips or the Deadhorse clinic.

AES management attributed this change in policy to the fact that BPXA has replaced the
contractor that is running the clinics and the new contractor, Beacon, does not have the same
reputation for unnecessary treatment.”

C. CIC management and reporting issues

We believe that CIC management has encountered problems due to the aggressive
management style of [the CIC manager], combined with what are universally described as his
extremely poor people skills. In faimess to [the CIC manager], a number of individuals stated
that he has improved in this regard”’ — but the lingering impacts of his past history contribute to
the management issues that persist in CIC to this day. Indeed, even though [the CIC manager]’s
personal skills have arguably improved, he still exercises extensive involvement in the
operations of AES. [The CIC manager] is perceived to be much more involved in management
of the contractors than other BPXA managers.” One former AES manger said [the CIC
manager] was constantly threatening to not renew AES’s contract.” This gives him significant
control of CIC’s operations and leverage over the contractors. Many persons we spoke to
referred to CIC as [the CIC manager]’s “kingdom” and [the CIC manager] as “King [name
redacted] . Criticism of [the CIC manager]’s management style is ubiquitous.

[The CIC manager]’s abrasive style is documented in the following e-mail to contractor
management:

Over the last few days BPXA has received a number of requests from [AES] for
additional manpower on the North Slope to cover our current workload and a
relatively small increment for the future. I am struggling to understand why

% Email from [name redacted] to [name redacted]; [name redacted] re: AES use of BPXA Medical Facilities (Aug.
9,2004).

™ Interview of /name redacted] (August 24, 2004).

" Interview of /name redacted] (July 27, 2004); Interview of [name redacted] (August 23, 2004); Interview of
[name redacted] (August 19, 2004); Interview of [name redacted] (July 27, 2004).

” Interview of [name redacted] (August 23, 2004); Interview of [name redacted] (August 24, 2004).

" Email of [name redacted] to [name redacted] (June 30, 2003). We have tried to contact [name redacted] for a
telephone interview and have been unsuccessful in repeated attempts to contact him.
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[AES] thinks the response will be anything other than “NOY”’ or even “HELL,
NO!” and therefore why we are being pestered with these requests.”

Similar views concerning fthe CIC manager]’s management style were related to us by
[the CANSPEC manager], the current CANSPEC manager on site. [The CANSPEC manager]
stated that [the CIC manager] has a very intimidating management style, and noted that
approximately one-third of the CANSPEC employees do not raise issues because they fear either
personal retaliation or loss of the contract.” [The CANSPEC manager] himself may well have
contributed to these fears, as he explains BPXA’s policy that all incidents should be reported to
his employees, but also explains to them that HSE incidents may have the effect of losing the
HSE contract, and tells the employees that they are intelligent people and can make the right
decision.  [The CANSPEC manager] defended this message as simply being a realistic
response to [the CIC manager]’s management, pursuant to which [the CANSPEC manager]
believes the CANSPEC contract is in constant danger of being terminated by [the CIC manager]
if HSE reportables increase. [The CANSPEC manager] also explained that BPXA management
pressured him to strongly discipline a CANSPEC employee who had injured himself (a minor
hand cut that required a few stitches); this pressure did not come from fthe CIC manager], but
from another BPXA manager, [name redacted], who stated in a formal “root cause analysis”
meeting between BPXA and CANSPEC management to discuss this incident that the employee
should be strongly disciplined.”” It is likely that this incident is well known among CANSPEC
employees and it cannot engender a strong desire to report incidents, notwithstanding BPXA
policy. It should be noted, however, that a number of CANSPEC employees we spoke to stated
that they did not have any concerns about reporting HSE incidents.

Indeed, [the CIC manager] sent an email instructing his managers to make sure that his
employees stated that they were comfortable reporting any and all HSE issues through any and
all means in connection with an upcoming visit by [name redacted] to the Slope:

We need the very best HSE performance possible on this trip, in particular,
anyone that /name redacted] talks to needs to say that the?' know they can, and do
report any and all HSE concerns via any and all channels.”®

™ Email from [name redacted] to {name redacted] et al. re: APC Requests for Additional Manpower (Dec. 6, 2001
9:17 AM).

" Interview of [name redacted] (July 27, 2004).

" Interview of [name redacted] (July 27, 2004). [Name redacted] specifically confirmed this statement during our
interview.

" Interview of {name redacted] (July 27, 2004). This account was confirmed by [name redacted]’s assistant, who
was also present at the meeting. Interview of /name redacted] (August 20, 2004).

" Email from /name redacted] to [name redacted] re: FYI: [name redacted]’s Slope Trip Next Week (March 30,
2004).
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While the text of this email is certainly amenable to the interpretation that (the CIC manager]
was attempting to influence what the workers said, none of the workers we showed the email
were concemed by it.”

Our assessment of the management situation in CIC is that the extreme aggressiveness of
[the CIC manager] in pushing contractors to hit his chosen performance metrics (including HSE
metrics) and the weakness of contractor management combined to create an environment that
chilled reporting and caused some employees to fear retaliation, as illustrated most clearly by the
chain of events surrounding HSE-1838.

D. Events leading up to HSE-1838 and the climate of intimidation in the coupon
crew.

The current dysfunctional situation in the coupon crew is best understood as the
culmination of past decisions and a culture where contractor management was intimidated by
[the CIC manager], and as a result did not manage their employees as well as could be hoped.
In one case, contractor management affirmatively threatened a worker’s job for being involved in
filing a concern with the HSE Committee, although this threat was never acted on.

1. Single operatorship and the changes to the coupon crew

The genesis of these events comes from the consolidation of the east and west sides under
a single operator on the North Slope, which began in 2000. During this transition, there was a
major effort to “rationalize” the coupon-pulling program and the number of pulls was reduced, as
corrosion engineers determined a number of coupon locations were producing unnecessary or
redundant data.’® At the same time, there were a number of changes to the work environment
and activities of the coupon crew that engendered resentment on the part of the workers. This
resentment was largely prompted by the decision to centralize CIC operations on the east side of
the field, which required the workers who had been on the legacy BPXA side of the field to
relocate to the east side.®’ This caused several sources of discontent, including the fact that the
workers now had to drive longer distances in order to perform pulls on the west side. In
addition, the workers bad to equip themselves with twice as many coupon-pulling tools and
valves given the differences in the field fittings on the two sides. The workers also had to move
to less desirable accommodations on the east side of the field, where many employees had to
share rooms (they had not had to before), and were no longer able to stay overnight at some of
their pull locations, e.g., Milne Point. Finally, the coupon crew had to perform field-grading
duties and enter data into the MIMIR system, tasks that were formerly performed by data entry

® See e.g., Interview of [name redacted] (July 27, 2004).

® Interview of /name redacted] (August 24, 2004).

! See, e.g. Interview of [name redacted] (Yuly 27, 2004); Interview of /name redacted] (August 19, 2004);
nterview of [name redacted] (August 21, 2004).
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assistants.®? This data entry function could be time consuming with little perceived benefit to the
coupon crew, and engendered widespread frustration with MIMIR, which was in its early stages
of impl(:mentation.83

The worker opposition was apparently perceived as bad enough by [the CIC manager]
that he g8a4ve AES the authorization to fire the entire coupon crew and replace them with new
workers,™* a statement that AES management unfortunately chose to share with its workers.®
That statement was widely known by many persons we interviewed.®® The impacts of such
statements by BPXA management, and the poor judgment of AES management in conveying
such sentiments to their workers, helped to lay the groundwork for the hostile climate that was
later to emerge in the coupon crew. In this environment, fthe CIC manager] decided to reduce
the size of the coupon crew, a decision that was a source of vocal discontent and opposition from
the workers.

2. Reduction in staff from eight to six workers

It is not clear exactly what motivated {the CIC manager] to insist that the coupon crew be
reduced from eight workers to six; during our interview of him, he told us that there was no
budget pressure, as the CIC budget was increasing at this time.®” It appears to have been driven
by a metric he developed that total coupon pulls had been reduced by 25%, which he believed
had to translate into a 25% reduction crew size. This change began as a suggestion from [the
CIC manager] to [name redacted], the AES manager:

Here is a perfect example of where you no longer have the workload that you
used [sic] yet the number of crew members is the same, if not slightly higher . ..
The data clearly shows that the average number of pulls per month has decreased
by 20-30% since 2000 . . . Given that we have 4 crews working (2 per week) we

8 Interview of [name redacted] (August 18, 2004).

8 See, e.g., Interview of fname redacted] (August 20, 2004), Interview of [name redacted] (August 19, 2004) and
Interview of [name redacted] (August 21, 2004).

# While some sources contend that [name redacted]’s statement was made in the context of employees raising
safety issues, as [name redacted] did in the text of HSE-1838, we do not believe that to be the case; this statement
appears to have been made to AES management in the context of the worker opposition to consolidation of CIC
operations and the increase in their duties. It was also not made in the form of an email as [name redacted] has
suggested but evolved from a discussion with /name redacted] of options. See Interview of [name redacted]
(August 24, 2004). See Interview of {name redacted] (August 19, 2004).

85 See, Interview of (name redacted] (August 23, 2004); Interview of (name redacted] (August 23, 2004); Interview
of [name redacted] (August 24, 2004).

¥ See, e.g., Interview of [name redacted] (August 21, 2004).

7 Interview of [name redacted] (August 24, 2004).
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could reduce this to 3[,] save 25% on the cost and should still be able to keep up
with the workload based on 2000 performance.®*

Some at AES questioned this data. In an email responding to [the AES manager]’s
request for comments, [name redacted], an AES supervisor, strongly criticized [the CIC
manager]’s methodology and suggested that he was afraid to take his concens to BPXA
management:

YES I would like to make Comments!!! I'm sure [the CIC manager] is smart
enough to know these facts, but they don’t help to bolster his case so he chooses
not to use them. This is only a partial list, when [name redacted] gets here we
will look at the numbers [the CIC manager] used.

* * *
In 2000 the EOA coupon crew had Data entry people (/name redacted] ...) Now
they do all there [sic] own data entry.

In 2000, the EOA crews didn’t do any of the Shipping of the coupons.
In 2000, the EOA crews didn’t do any Field grading of the coupons.

* * *
In 2000, the WOA crews didn’t loose [sic] 4 man-hours per day driving back and
forth to there [sic] living quarters.

* * *
In 2000, we didn’t have as many test sites as we do now.

In 2000 we weren’t supporting North Star
In 2000 we didn’t have L & V pads

* * *
I wrote an email to [the CIC manager], [name redacted] and you, however before

sending it, I decided, I still need a job! I think it is very unprofessional of [the
CIC manager] to send out only part of the facts when, I'm sure knows better.

If [the CIC manager] want [sic] to honestly find out about productivity, We need
ith apples.

1o compare apples with apples.

¥ Email from [name redacted] to [name redacted] re: APC Coupon Crew Workload (May 30, 2002) (email has
been reformatted for clarity).
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It is unclear if these specific objections were transmitted to [the CIC manager]. But [the
CIC manager] explained that he had heard from [the former AES manager] that he did not agree
with the 25% metric.”® There were also regular meetings between /the CIC manager] and [the
AES manager] on this and other issues. If [the AES manager] did not specifically raise fname
redacted]’s comments, we believe it was because he was intimidated by fthe CIC manager] or
believed it would be futile given that [the CIC manager]’s suggestion was really a directive.
[Name redacted] observed that during this period he suffered from guilt by association because
he supported [the former AES manager] when his positions were legitimate and [the former AES
manager] was not viewed by [the CIC manager] to be a “team player.””!

The change from eight to six workers was important to [the CIC manager]. In our
interview with him, he stated that while he began to focus on the issue in mid-2002, he became
increasingly frustrated that he could not get the contractor to look into the issue until 2003. He
talked with both [the former AES manager] and [the AES manager] about the issue, but because
[the AES manager] was relatively new, ! the CIC manager] relied principally on [the former AES
manager], who was resistant to change.””> Therefore, in an email from early 2003 he emphasized
that he had raised this issue in 2002 and wanted AES to look at it:

As discussed, please find attached a chart showing the level of weight loss coupon
pulls over the last few years. As can be seen from the chart, the average monthly
pull rate has dropped from an average of 1000 per month in 2000 to ~750 per
month in 2001/2002. Based on this trend, I requested [AES] look at the coupon
crew level in mid-2002 - is 4 crews still appropriate given the reduction in work
load, pull rate reduction, and in moving from twice weekly to weekly ER probe
readings.

It should be noted that the considerable variation in coupon pulls per months
suggests that there is an opportunity to level the work load/schedule, more than is
current pr.a\ctice.g3

In this email, [the CIC manager] also provided a detailed list of items to be included in
the transition plan for this change, including specific regimens for cross-training of AES
employees, (which certain members of the coupon crew thought to be foolish because of the

¥ Email from [name redacted] (APC) to fname redacted] re: APC Coupon Crew Workload (June 19, 2002)
(emphasis in original) (some reformatting of email).

% Interview of [name redacted] (August 24, 2004).

' Interview of [name redacted] (August 23, 2004).

22 Interview of fname redacted] (August 24, 2004).

3 Email from /name redacted] to fname redacted] re: Corrosion Crew Transition from 4 to 3 (Feb. 2, 2003). The
reference to “4 to 3 is to the number of crews; there are two workers on each crew, so this reduction was from eight
workers to six. For consistency, we refer to the number of workers, rather than the number of crews, in this report.
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physical barriers associated with coupon—pullingg“), a specific implementation date and the
following statement of “expectation”: “The transition plan consists of clearly identified actions,
dates, and deadlines so that individuals can be held accountable for implementation.” It seems
clear from this email that [the CIC manager] was pushing for this change, and had definite ideas
about what it should involve and how it should come about. At the same time, [the CIC
manager] admits that his 25% reduction metric was “a raw number at a high level”; he did not,
for example, consider issues about the fact that “not all pulls are equal,” (depending on the
locations and difficulties associated with eliminated pulls, there may or may not have been a
25% reduction in the time needed to do the reduced number of pulls).*®

AES management proceeded with this plan; fan AES supervisor], who succeeded [the
Jormer AES manager] and had no experience in pulling coupons, prepared the transition plan
requested by [the CIC manager]. The change was to be implemented despite the objections of
the coupon crew, who believed that the plan did not accurately describe the work issues involved
in making this change.”” Most notably it did not consider that coupon pulling was only part of
the crew’s workload (a recent analysis by fan AES supervisor] found that pulling coupons
amounted to only 40% of the crew’s workload), that time involved in coupon pulls varies
dramatically from location to location, that consolidation greatly increased travel time to the west
side pulls and that the new wells (e.g., L and V pads) and pulls were being added. Many of these
concerns were raised as early as June 19, 2002 by fname redacted]’s email and went unheeded.”®
[An AES supervisor]’s draft transition plan made only passing reference to these issues:

The purpose of the plan to transition the Corrosion Monitor Crew (CMC) from 4
crews of 2 to three crews of 2 stems from a reduction in Weight Loss Coupon
(WLC) pulls per month over the last 2 years approximating a 25% reduction.
While many other factors directly affect the workload/daily activities of the CMC,
we believe at this time the transition can occur with success. Outlined below is a
generalized plan for the transition, including completion dates. Responsible
parties 99for all actions are fan AES supervisor] and [name redacted] (AES
Supts).

In the email transmitting this plan to [the CIC manager], [an AES supervisor] stated “1 will
make any changes you feel are warranted.”'®

;’: Interview of [name redacted] (August 20, 2004).
1d.
% Interview of [name redacted] (August 24, 2004).
7 Interview of [name redacted] (August 20, 2004); Interview of [name redacted] (August 21, 2004).
%8 If there was an email or other written response to [name redacted], we have not seen it.
 Draft Transition Plan at 1 (attached to email from {name redacted] to [name redacted] (Feb. 2, 2002)).
100
Id.
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The MOC briefing prepared by BPXA CIC managers does not address these other tasks,
and justifies the change based on the purported reduction in number of pulls:

The proposed reduction in coupon crew from 8 FTE to 6 FTE reflects the
reduction in work scope resulting from the rationalization of the coupon program
between the heritage East and West operating areas at Greater Prudhoe Bay. In
moving from 8 to 6 FTE the intent is simply to return the workload to that seen in
2000, there is no significant increase in expected work load or activity on the
basis of pulls per crew per day.'”!

While this briefing suggests that AES was requested to look into the issue ~ “[AES] have
been asked to review the present 8 FTE coupon crew to determine whether the crew man-power
level can be reduced by 25%,”"* an email suggests that this was less a request and more of a
directive:

One other thing, we need to get commitment from AES (fthe AES manager]), that
they will commit to make this successful, versus just doing what we request and
expressing doubt. ' .

And the MOC Briefing does not acknowledge concerns regarding the potential coupon backlog:

The current coupon pull backlog is zero. A zero coupon backlog is the normal
mode of operation, as can be seen from the data below in the second-half of 2002
there were only 2 weeks with a non-zero backlog,'®

This focus on the second half of 2002 is curious, given that /the CIC manager] had made
much of the backlog problem in an email sent to AES in the first half of 2002:

Please hold a crew over and get caught-up by the 1st week of March, however, in
agreeing to this I am expecting a more pro-active management of the coupon
program by [AES] for the future. [Name redacted] et al have significantly
reduced the coupon program over the past 12 months and in the years prior for
that matter and have reduced the workload by moving to RDC as opposed to
manual readings, yet we continue to run into these backlog issues . . . If the
backlog moves back-up over 50 or so, or you ask me to hold over crews to keep

1 Organizational MOC Briefing: APC Corrosion Monitoring Crew Staff Reduction at 3 (attached to emait from
NSU, CIC TL to [name redacted] and [name redacted] re: CIC MOC (March 22, 2003)).

102
Id at2.
19 Email from [name redacted] to [name redacted] and [name redacted] re: CIC MOC (March 22, 2003)

'™ Organizational MOC Briefing: APC Corrosion Monitoring Crew Staff Reduction at 3 (attached to email from
NSU, CIC TL to /name redacted] and [name redacted] re: CIC MOC (March 22, 2003)).
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up with the workload I am going to want to know why and the answer better be a
good one! 105

By way of comparison, after 18 months of the coupon crew being reduced to 6, the backlog
exceeds 180 pulls as of August 23, 2004.1%

It seems clear from these documents that [the CIC manager] had decided that the
reduction in coupon pulls should lead to a reduction in force on the coupon crew, and he was not
inclined to listen to dissenting views. Crew members accurately predicted that it would result in
a significant increase in the backlog. We were informed by an AES manager that even though
the first audit of the MOC showed that the change was successful, a more recent one may show a
different result.'”’

[The CIC manager] contends that “it was a wise decision still to reduce the crews.” He
states that in addition to telling the contractor to “figure out how to do it,” he also claims that he
told them to incorporate into the plan “how they’ll unwind it if it doesn’t work.” While the
MOC and the other documentation connected with the crew reduction refer to the fact that “(a)n
overall contingency plan will be in place if the change isn’t successful,” the documentation refers
to such measures as borrowing other workers or holding over crews but nowhere suggests that it
was being done on a trial basis, or that returning to 8 crew members was an option}os In any
event, [the CIC manager] states that “he doesn’t remember what would be the exit plan, or what
criteria would trigger it.”'®

Recall that during the period of implementation of the crew reduction, [the CIC
manager] continued to press AES management to make the reduction. [The former AES
manager], who opposed it, was in his belief “run off” the North Slope by /the CIC manager] tEY
[The former AES manager]’s belief was widely held among the coupon crew.'!' Moreover, in
discussions with jthe AES manager], [the CIC manager] gave [the AES manager] Pennission to
get rid of the whole crew if they did not stop complaining about the change:s‘1 2 [The AES
manager] conveyed this threat to [name redacted] and [an AES supervisor], who replaced [the
former AES manager], and the crew leamned of this.'!> [The AES manager] stated that he also

15 Ermail from {name redacted] to {name redacted] (APC) et al re: Coupon Pull Backlog Plan (February 10, 2002).
19 [nterview of fname redacted] (August 23, 2004).
Y7 Interview of [name redacted] (July 29, 2004).
19% (3 ganizational Management of Change Process, “APC Corrosion Monitoring Crew Staff Reduction” (March
2003)
199 jnterview of [name redacted] (Aungust 24, 2004).
110 Brail from [name redacted] to [name redacted] (June 30, 2003).
M peerview of fname redacted] (July 27, 2004); Interview of [name redacted] (August 23, 2004); Interview of
{name redacted] (August 19, 2004); Interview of [name redacted] (July 27, 2004).
12 pnterview of [name redacted] (August 23, 2004); Interview of [name redacted] (August 24, 2004).
3 Interview of [name redacted] (August 21, 2004); Interview of /name redacted] (August 23, 2004).
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told two crew members, including [the CIC worker], in February 2003 that he had this
authority.'" It is in this atmosphere that HSE-1838 developed.’®

3. HSE-1838 and subsequent events

On March 4, 2003, [the concerned BPXA employee], a BPXA PACE employee not
assigned to CIC, submitted HSE Concern No. 1838 (“HSE-1838") to the HSE Committee. The
HSE Committee is made up of employees and managers and attempts to resolve any HSE
concemns raised by individual employees. While the HSE Committee allows employees to
submit concerns anonymously, typically employees submit their names. The HSE Committee
meets weekly and discusses the “concerns” raised by anyone. When new concerns are brought
up, one or more persons on the committee volunteers to work them. Typically, HSE concerns
are worked by the investigating committee members until they reach closure with the originator
of the concern. In the case of HSE-1838, the committee members responsible for investigating
are fname redacted], the Area Manager for GC-2, and [name redacted], a PACE electrician.''®

[The concerned BPXA employee] submitted this concern on behalf of anonymous
employees from the coupon crew because he claimed the employees involved feared to raise
their concerns. [The concerned BPXA employee] is considered by some employees to be an
advocate of safety issues, although a number of persons indicated that [the concerned BPXA
employee] does not always get his facts right.!”

HSE-1838 reads as follows:

The corrosion monitoring crew will soon be reduced to 6 staff down from 8.
Their duties include pulling corrosion coupons and working with other crews such
as the chemical crew when requested. They now pull over 5800 coupons per year
averaging 6 to 8 per day. The total number of pulls was recently reduced, but new
wells on S, L, V and W pads and recently repaired wells on H-pad actually added
32 coupon pulls. H-pad wells were added after the blowout of the S-riser on the
H21 well, which resulted in a spill, fortunately there were no injuries. The failure

4 rterview of /name redacted] (August 24, 2004).

115 gome of the factors contributing to the filing of HSE-1838 and the allegations in this matter are similar to those
factors underlying the concerns about operational integrity identified and addressed in the ORT Report. There,
management had “not effectively communicated how workers’ concerns have been included in decision-making
processes hence trust in management has eroded.” ORT Report pp. 5, 9. In the present matter, contractor
employees’ concerns were ignored. This is at odds with one of the recommendations of the ORT Report that
management “works with employees to develop both short and long term solutions to their staffing level concerus.
Id. at7. As in both matters, the failure to resolve workers concerns results in some workers choosing to raise their
concerns outside the company. Id. at9.

Y6 Interview of [name redacted] (July 28, 2004); Interview of /name redacted] (August 18, 2004).

U See, e.g., Interview of fname redacted] (July 27, 2004); Interview of [name redacted] (August 19, 2004);
Interview of [name redacted] (July 28, 2004).

»
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was encouraged by BPXA management’s decision to reduce monitoring and
chemical injection of the H-pad wells because the chemical injection fittings were
not in the best location for injection. Management decided to run without
injection or monitoring for an unspecified period of time (run-to-failure), until the
injection points could be modified. The number of pulls per day can be reduced
when workers encounter poor weather conditions, frozen wells, new recording
duties and travel time to distant worksites. Coupons: WOA 200+ every 3 to 4
months, EOA 200+ every 3 to 4 months, Endicott 97 every 3 months, Milne 100
every 4 months, NorthStar 35 every 3 months. With the present staff, the crew is
currently 1 month behind. The backlog is expected to increase with a further
reduction in manpower. To reduce the staff workload, it was suggested by BPXA
management to not rebuild the pulling equipment as often, rebuild the equipment
on site in the workers van to reduce down time and possibly not pressure test the
equipment. The worker’s van does not have pressure test equipment installed.
This obviously would increase the potential for equipment failure resulting in
equipment damage, environmental spills and injury to workers. The workers are
exposed to pressures of up to 2000# and average pressures of 4004 to 1500#.
BPXA management has requested the pull rate be increased to 17-18 per day.
Pressure has been applied to the workforce to comply. The workers have
communicated their concerns, but have not received relief. One statement from
BPXA management to the APC management was “] give you permission to get
rid of the entire crew and hire a new crew. We will have a learning curve and it
will take time to train the new employees, but we will be able to handle it.” The
reduction in manpower and increase in workload is BPXA management’s attempt
to cut costs to increase profit. The workers have not received improvements in
equipment, time, help or conditions to help meet these goals. The workers will
continue in their current positions because they are trying to make a living. They
are afraid their jobs are now in jeopardy because they have spoken up. The
workers do not know I am sending this communication to you. They are afraid to
take their concerns any further.

HSE-1838 came as a surprise to [the CIC worker], who stated that he did not know [the
concerned BPXA employee] was going to file the concern with the HSE Committee, and
certainly not so quickly (although he stated that he anticipated that fthe concerned BPXA
employee] was going to make it public somehow).!'* [The CIC worker] stated that he has
known [the concerned BPXA employee] for years and they discussed complaints leading to HSE-
1838 over meals and during work over a one-to-two week period. During that time, vestiges of a
CIC shop remained on the west side, and [the concerned BPXA emplayee]’s shop was next door.
[The CIC worker] stated that [name redacted] may have been present during some of the

" Interview of /name redacted] (August 19, 2004).
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conversations. [The CIC worker]’s complaints primarily centered on the crew reduction and
were last discussed with [the concerned BPXA employee] over lunch on Monday, March 3,
2003. According to [the CIC worker], HSE-1838 went out on Tuesday.“9

AES contract management reacted very poorly to HSE-1838, perhaps based on their view
that [the CIC worker], who they suspected was involved in drafting HSE-1838, was a frequent
complainer (a view shared by some of [the CIC worker]’s colleagues).'”® In any event, /name
redacted], the AES manager, told fan AES supervisor], [the CIC worker]’s supervisor, that he
wanted to fire [the CIC worker] for being involved in filing HSE-1838.'!

When [an AES supervisor] went to speak on Wednesday morning to [the CIC worker]
about HSE-1838, [name redacted], another member of the crew, was in the room, and fan AES
supervisor] asked [name redacted] to leave so he and [the CIC worker] could speak alone.'”
[The CIC worker] stated that fan AES supervisor] was agitated when he made this request, and
then threw down HSE-1838 on the desk, which was the first time that [the CIC worker] had seen
it."”® According to [the CIC worker], [an AES supervisor] stated that “{the AES manager] wants
somebody fired over this” and that he also said that he had calmed [the AES manager] down, but
[the AES manager] had wanted to fire [the CIC worker] and that AES was going to lose the
contract.'?* According to [the CIC worker], fan AES supervisor] talked to [the AES manager]
on his cell phone while [the CIC worker] was outside the room. After this conversation, fan
AES supervisor] told him not to worry, that “[the AES manager] has calmed down and things
will probably be okay.”'?®

Obviously, the initial desire of {the AES manager] to fire [the CIC worker], the decision
to confront [the CIC worker], and {an AES supervisor]’ decision to share [the AES manager]’s
remarks with [the CIC worker], were major errors of judgment by both AES managers. It should
be noted that AES management did not carry out [the AES manager]’s threat, and [the CIC
worker] advised us that he was never in fear for his job.'?®

[An AES supervisor] told [the CIC worker] that he believed there were a number of
factual errors in the HSE-1838 filing, and fthe CIC worker] agreed with this. [The CIC worker]
also told fan AES supervisor] that he wished [the concerned BPXA employee] had given him a

19
ld.
120 Interview of [name redacted] (August 18, 2004).
:;‘ Interview of [name redacted] (August 23, 2004).
1.
23 Interview of [name redacted] (August 19, 2004).
123 IName redacted] stated to us that he did not think it was appropriate to fire people over an HSE concern, and that
he was particularly surprised to hear this from [name redacted], who used to be the safety person on the corrosion
team.
125 Id
126 Interview of [name redacted] (August 19, 2004).
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draft before filing the concern.””’ In our discussions with [the CIC worker], he identified
numerous errors in the HSE-1838 allegations including these principal ones:

. The statement that chemical injection was discontinued at H-21 was wrong.

. [The CIC worker] had never heard about the idea of “run-to-failure” and had never
discussed this with [the concerned BPXA employee], ot anyone else.

. The estimate of 200 pulls every three to four months on the Western Operating Area was
incorrect. That is the figure for every month. The same is true for the 200 pulls every
three to four months figure for the Eastern Operating Area.

. BPXA never suggested that the coupon-pulling equipment not be rebuilt as often, and not
be pressure tested. [The AES manager] of ASRC had asked the crews whether it was
necessary to rebunld t_he equipment every 6 months, and whether it could be pressure
tested in the trucks.'”® In fact, the equipment is routinely rebuilt more frequently, and is
pressure tested in CIC’s shop.

. [The CIC worker] was not sure where the statement that BPXA management asked the
crew to increase the pulls to 17 or 18 per day had come from, and he had never said it.

. [The CIC worker] was not sure if pressure had been applied to the workforce to comply
with increased pulling requirements; pressure was applied to perform the new
responsibilities that were being placed on the coupon crew, e.g., MIMIR data entry, by
[the CIC manager]’s ultimatum to fire crew if they didn’t do them.

. As noted above, {the CIC worker] also said he did not fear he would lose his job.

[The CIC worker] observed that [the concerned BPXA employee] did not take notes when he
explained cotrosion issues to him, which may explain the inaccuracies in HSE-1 838.12

[An AES supervisor] asked [the CIC worker] to withdraw HSE-1838 from the HSE
committee, until the factual errors could be corrected, which fthe CIC worker] agreed to do.
[The CIC worker] waited until [an AES supervisor] left the office, and then called [the
concerned BPXA employee] at home to ask him to withdraw the concern, which he did. While
[the concerned BPXA employee] has alleged that fan AES supervisor] monitored this call, 130

127 Id

128 To put [name redacted]’s suggestion in context, crews working on the east side before consolidation had been
pressure testing and rebuilding their equipment in the field or their trucks. Interview of [name redacted]
(August 21, 2004). The crews working on the west side were not doing this. Interview of /name redacted}]
(August 22, 2004).

129 1

13 Interview of [name redacted] (July 23, 2004).
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both [the CIC worker] and [an AES supervisor] deny this.””! We believe that [the concerned
BPX4 employee] is in error on this point and misunderstood [the CIC worker], who explained to
us that he told /the concerned BPXA employee] that [an AES supervisor] had been in the room
with him at one point.”

[The concerned BPXA employee], believing that [the CIC worker]’s job was in jeopardy
— and there is no dxspute that it was threatened by [the AES manager] at one point — contacted
[name redacted],"® who i is the PACE HSE representative on the HSE Commiittee, to ask for the
withdrawal of the concern.' Accordmg to [the CIC worker], [the concerned BPXA employee]
never asked him why he was trying to withdraw the HSE concern, and [the CIC worker] thinks
that [the concerned BPXA employee] knew without asking that there had been some pressure. '3
But there was no specific discussion of this issue. The HSE Committee initially agreed, but later
was told by BPXA managemem that the issue needed to be investigated due to the allegation of a
threat of retaliation.'

As one of the HSE Committee members working HSE-1838 indicated, the allegations of
retaliation made this very different than the typical HSE Committee issues; as a result, when they
learned that fname redacted], an outside consultant for BPXA who mveshgates worker HSE
complaints, was investigating the issue, they basically stopped their efforts.””” Based on his
efforts, and the fact that BPXA management instituted harassment training to address the issue of
retaliation, /name redacted]concluded that the lssues had been resolved and [name redacted]
informed [the concerned BPXA employee] of this."

[The concerned BPXA employee], however, was not convinced, and continued to argue
that the issues raised in HSE-1838 had not been resolved.'*’ Thus, the two HSE Committee
investigators, [name redacted] and [name redacted], continued to work the issue. [Name
redacted] attempted to get the situation with /the concerned BPXA employee] to closure, but was
unable t0."°  [Name redacted] was reluctant to close the HSE concern until he had an
opportunity to address some of the safety-related issues implicated by the concern. He has now

:j; Interview of {name redacted] (August 19, 2004); Interview of [name redacted] (July 29, 2004).
d.

133 We were not able to schedule /name redacted] for an interview while we were on the North Slope. We called
him from Anchorage and requested that he agree to a telephone interview by us, but he did not feel comfortable
speaking by telephone. He would agree to an in-person interview, if a PACE steward was present, but this could not
be arranged.

134 Interview of [name redacted] (July 23, 2004).

135 Tnterview of [name redacted] (August 19, 2004),

1% Interview of [name redacted] (July 23, 2004).

137 Interview of [name redacted] (August 18, 2004).

138 See email from [name redacted] to {name redacted] re: FW: HSE Concern #1838 Corrosion Staff issues
(August 30, 2003).

13 See email from [name redacted) to fname redacted] re: MOC for Crew Changes (September 10, 2003).

0 Interview of /name redacted] (July 28, 2004).
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done so, and made a number of suggestions to imFrovc safety in this work, which apparently
were well-received by BPXA CIC management.'*! However, because [the concerned BPXA
employee] remains unconvinced that the issues are adequately resolved, the decision whether to
close HSE-1838 remains at a standstill. '

[Name redacted] stated that he believed that while the workers have not actually been
retaliated against, some of them fear retaliation due to the way HSE-1838 was handled, and even
if these concetns are not entirely valid, they will probably never be entirely put to rest.'*®

4. Overtime issues and perceived retaliation

In light of the crew reduction and the typical backlog associated with the harsh winter
weather conditions, in July of 2003 fan AES supervisor] approved a 17-hour per day schedule
for the coupon crew, which included 6.5 hours of voluntary overtime, in order to catch up with
the backlog.'** It is worth noting that the MOC completed only a few months before concluded
that the reduction would not cause a backlog.'* While some of the employees told us that they

liked having this much overtime, /name redacted], an AES supervisor, determined that this
schedule was too demanding and limited the overtime to 4.5 hours a day, as reflected in his
change-out notes:

eviewed the Corrosion Monitoring

Reduced Corrosion

8/14/2003|I have r
Corrosion  [redacted] [Monitoring hours, I know [the AES manager] wasn't happy
Monitoring Info. about the crews working back-to-back 17's.
hours got a copy of Kupruak's [sic] policy, they won't

let employee's work more than a 15 hour day on
a consecutive basis. Based on that policy [
reduced the C.M. daily hours to 15 per day. 1
feel like this is a reasonable amount on a
continuous basis, however, I have told the crews

! nterview of [name redacted] (August 18, 2004).
142
d
1 Interview of [name redacted] (August 18, 2004),
' Interview of [name redacted] (August 23, 2004).
' Organizational MOC Briefing: APC Corrosion Monitoring Crew Staff Reduction at 3 (attached to email from
[name redacted] to [name redacted] and {name redacted] re: CIC MOC (March 22, 2003)).
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Later, [the concerned BPXA employee] appears to have raised some concerns regarding
the 17-hour days the crews had been working (an issue that AES management had already
addressed). He wrote in a September 10, 2003 email to [name redacted], who was investigating
HSE-1838, that:

BPXA has yet to operate with the planned reduced staff. The current staff are
working 17 hour days and other workers from other groups are staying over on
their off shift to keep up. The plan does not work, it creates stress and overworks
the workers.'*

BPXA CIC ma